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 This Statement of Additional Information (the “SAI”) describes the Giant 5 Total Investment System and 

the Giant 5 Total Index System (each, a “Fund”, and, collectively, the “Funds”) offered by Giant 5 Funds (the 

“Trust”). The Trust is a registered open-end investment company that currently offers two classes of shares; Investor 

Shares and Institutional Shares.  

 

 Each Fund constitutes a separate investment portfolio with distinct investment objectives and policies. 

Shares of the Funds are sold to the public by UMB Distribution Services, LLC, as Distributor to the Funds, as an 

investment vehicle for individuals, institutions, corporations and fiduciaries, including clients of the Advisor or its 

affiliates. 

 

 This SAI is not a prospectus and is only authorized for distribution when preceded or accompanied by the 

prospectuses for the Funds, each dated July 29, 2011 (each, a “Prospectus”). This SAI contains additional and more 

detailed information than that set forth in a Prospectus and should be read in conjunction with a Prospectus. A 

Prospectus may be obtained, without charge, on the Advisor’s website (www.Giant5.com), by writing the Funds at 

the address above, or by calling 1-888-5GIANT5.  

 

 The audited financial statements for the fiscal year ended March 31, 2011 of the Giant 5 Funds are 

incorporated into this SAI by reference to the Annual Report of the Giant 5 Funds, (File No. 811-21836) as filed 

with the Securities and Exchange Commission (“SEC”) on May 27, 2011and consist of the following: 

 

1. Schedules of Portfolio Investments at March 31, 2011 

2. Statements of Assets and Liabilities at March 31, 2011 

3. Statements of Operations for the year ended March 31, 2011 

4. Statements of Changes in Net Assets for the two years ended March 31, 2011 

5. Financial Highlights 

6. Notes to Financial Statements 

7. Report of Independent Registered Public Accounting Firm for the Annual Report  

 

http://www.giant5.com/
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NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY 

REPRESENTATIONS NOT CONTAINED IN THE PROSPECTUS, OR IN THIS STATEMENT OF 

ADDITIONAL INFORMATION INCORPORATED HEREIN BY REFERENCE, IN CONNECTION WITH 

THE OFFERING MADE BY THE PROSPECTUSES AND, IF GIVEN OR MADE, SUCH INFORMATION 

OR PRESENTATIONS MUST NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED BY THE 

FUNDS. THIS STATEMENT OF ADDITIONAL INFORMATION DOES NOT CONSTITUTE AN 

OFFERING BY THE FUNDS IN ANY JURISDICTION IN WHICH SUCH AN OFFERING MAY NOT 

LAWFULLY BE MADE.  
 



  4 

GENERAL INFORMATION 

The Giant 5 Total Investment System and Giant 5 Total Index System are series of Giant 5 Funds, an open-

end management investment company that was organized as a trust under the laws of the State of Delaware on 

November 9, 2005. The Funds are described in this Statement of Additional Information (the “SAI”).  The Funds are 

currently offered through two classes of shares; Investor Shares and Institutional Shares. Each Fund is non-

diversified, as that term is defined in the Investment Company Act of 1940, as amended (the “1940 Act”). 

Shares of the Funds are continuously offered for sale by the Funds’ Distributor at the applicable public 

offering price (i) directly to the public, (ii) to clients of a financial institution, such as a federal or state-chartered 

bank, trust company or savings and loan association that has entered into a servicing agreement with the Trust 

(collectively, “Servicing Agents”), and (iii) to clients of a securities broker that has entered into a dealer agreement 

with the Distributor. See “Purchase of Shares”. 

 

INVESTMENT OBJECTIVE, POLICIES AND RESTRICTIONS 

 

 The Prospectuses for the Funds discuss the investment objectives and strategies for each Fund and explains 

how each allocates its assets among the different types of securities that each Fund may invest in. Each Fund is a 

“fund of funds,” which means that the Fund invests in other mutual funds and exchange traded funds (“Underlying 

Funds”). The Funds and Underlying Funds may invest in stocks, bonds and other securities and reflect varying 

amounts of potential investment risk and reward.   

 

 As with all mutual funds, there can be no assurance that the investment objectives of each Fund will be 

achieved. Each Fund’s investment objectives may be changed without approval by the holders of a majority (as 

defined in the 1940 Act of such Fund’s outstanding voting shares).  

 

Investment Restrictions. Each Fund has adopted investment policies which may be fundamental or non-fundamental. 

Fundamental policies cannot be changed without approval by the holders of a majority (as defined in the 1940 Act) 

of the outstanding voting securities of such Fund, as the case may be.   

 

Non-fundamental policies may be changed without shareholder approval by vote of a majority of the 

Trustees of the Trust at any time.  

 

Fundamental Investment Restrictions. Each Fund is subject to the following investment restrictions, all of which are 

fundamental policies.  

 

 Other than as described in the Funds’ Prospectuses, each Fund may not:  

 

 (1) purchase or sell commodities, provided that (i) currency will not be deemed to be a commodity for 

purposes of this restriction, (ii) this restriction does not limit the purchase or sale of derivative instruments 

including swap agreements, futures contracts, forward contracts or options and (iii) this restriction does not limit 

the purchase or sale of Underlying Funds which invest in commodities; 

 

 (2) purchase or sell real estate unless acquired as a result of ownership of securities or other instruments 

(but this shall not prevent the Funds from investing in securities or other instruments backed by real estate or 

securities of companies engaged in the real estate business); 

 

 (3) borrow money or issue senior securities, except to the extent permitted under the 1940 Act, including 

the rules, regulations and any orders obtained thereunder; 

 

 (4) make loans to other parties, except to the extent permitted under the 1940 Act, including the rules, 

regulations and any orders obtained thereunder.  For the purposes of this limitation, entering into repurchase 

agreements, lending securities and acquiring any debt securities are not deemed to be the making of loans; 
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 (5) underwrite securities of other issuers, except to the extent that the purchase of permitted investments 

directly from the issuer thereof or from an underwriter for an issuer and the later disposition of such securities in 

accordance with a Fund’s investment program may be deemed to be an underwriting; and 

 

 (6) purchase the securities of any issuer (other than securities issued or guaranteed by the U.S. 

Government or any of its agencies or instrumentalities and securities issued by investment companies) if, as a result, 

25% or more of the Fund's total assets would be invested in the securities of companies whose principal business 

activities are in the same industry or group of industries. 

 

 With respect to paragraph (3), the 1940 Act currently allows a Fund to borrow up to one-third of the value 

of its total assets (including the amount borrowed) valued at the lesser of cost or market, less liabilities (not 

including the amount borrowed) at the time the borrowing is made.  With respect to paragraph (4), the 1940 Act and 

regulatory interpretations currently limit the percentage of a Fund’s securities that may be loaned to one-third of the 

value of its total assets.   

 

  

Non-Fundamental Investment Restrictions. Each of the Funds is subject to the following non-fundamental policies.  

 

 As a matter of non-fundamental policy:  

 

 (1) The Funds may invest in shares of other registered investment companies, subject to the limitations of 

Section 12(d)(1)(F) of the 1940 Act. Under the 1940 Act, a Fund’s investment in such securities currently is limited 

in that, immediately after such purchase not more than 3% of the total voting stock of such issuer is owned by the 

Fund, unless such issuer has received an exemptive order issued by the Securities and Exchange Commission 

(“SEC”) permitting otherwise. The investment companies in which the Funds invest charge fees for operating 

expenses, such as investment advisory and administration fees, that would be in addition to those charged by a Fund.  

 

  

PORTFOLIO SECURITIES  
 

 The Funds and the Underlying Funds may participate in the following permitted investment activities. 

Unless otherwise indicated, references to the “Funds” include the Funds and the Underlying Funds. The following 

information supplements, and should be read in conjunction with, the Prospectuses.      

 

INVESTMENT COMPANY SECURITIES 

 

  Each Fund may invest in securities issued by other investment companies.  Under the 1940 Act, a fund’s 

investment in such securities currently is limited, in accordance with the following certain exceptions (i) 

immediately after such purchase not more than 3% of the total voting stock of such issuer is owned by the Fund and 

affiliate, and  (ii) the Fund’s offering price does not involve a sales load of more than 1.5%. Investments in the 

securities of other investment companies generally will involve duplication of advisory fees and certain other 

expenses. Each investment company will be a registered investment company and will operate subject to a variety of 

regulatory constraints.  While such regulation does not guarantee the investment success of an investment company, 

or assure that it will not suffer investment losses, the Advisor believes that such investment companies provide a 

sound foundation upon which to base an investment portfolio.   

 

 About Index Funds. The underlying index funds are not managed according to traditional methods of 

“active” investment management, which involve the buying and selling of securities based upon economic, 

financial, and market analyses and investment judgment.  Instead, each underlying index fund, utilizing essentially a 

“passive” or “indexing” investment approach, seeks to replicate, before each such index fund’s expenses (which can 

be expected to reduce the total return of that fund), the total return of its respective index. The investment 

performance of each index does not reflect expenses,  it is a number which does not take into account brokerage 

commissions and other transaction costs, custody and other costs of investing, and any incremental operating costs 

(e.g., transfer agency, accounting) that will be borne by the index funds.  Since each index fund seeks to replicate the 

total return of its target index, the investment advisor of the index fund generally will not attempt to judge the merits 

of any particular security as an investment.  Under normal circumstances, it is anticipated that an underlying index 
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fund’s total return over periods of one year and longer will approximate, but not match, the total return of the 

applicable indices.   

 

Exchange Traded Funds. (“ETFs”)  ETFs are investment companies whose shares are bought and sold on a 

securities exchange.  An ETF holds a portfolio of securities designed to track a particular market segment or index.  

Some examples of ETFs are SPDRs , streetTRACKS, DIAMONDS
SM

, NASDAQ 100 Index Tracking Stock
SM    

(“QQQs
 SM”

) and iShares .   

 

An investment in an ETF generally presents the same primary risks as an investment in a fund that is not 

exchange traded and that has the same investment objectives, strategies, and policies. The price of an ETF can 

fluctuate within a wide range, and a Fund could lose money investing in an ETF if the prices of the stocks owned by 

the ETF go down. In addition, ETFs are subject to the following risks that do not apply to other funds: (i) the market 

price of the ETF’s shares may trade at a discount to their net asset value; (ii) an active trading market for an ETF’s 

shares may not develop or be maintained; or (iii) trading of an ETF’s shares may be halted if the listing exchange’s 

officials deem such action appropriate, the shares are delisted from the exchange, or the activation of market-wide 

“circuit breakers” (which are tied to large decreases in stock prices) halts stock trading generally. 

 

EQUITY SECURITIES 

 

 Equity securities represent ownership interests in a company and consist of common stocks, preferred 

stocks, warrants to acquire common stock, and securities convertible into common stock.  Investments in equity 

securities in general are subject to market risks that may cause their prices to fluctuate over time. Fluctuations in the 

value of equity securities in which a fund invests will cause the net asset value of a fund to fluctuate. The Funds may 

purchase equity securities traded in the U.S. or foreign countries on securities exchanges or the over-the-counter 

market. Equity securities are described in more detail below: 

 

Common Stock.  Common stock represents an equity or ownership interest in an issuer.  In the event an issuer is 

liquidated or declares bankruptcy, the claims of owners of bonds and preferred stock take precedence over the 

claims of those who own common stock. 

Preferred Stock.  Preferred stock represents an equity or ownership interest in an issuer that pays dividends at a 

specified rate and that has precedence over common stock in the payment of dividends.  In the event an issuer is 

liquidated or declares bankruptcy, the claims of owners of bonds take precedence over the claims of those who own 

preferred and common stock. 

Warrants. Warrants are instruments that entitle the holder to buy an equity security at a specific price for a 

specific period of time.  Changes in the value of a warrant do not necessarily correspond to changes in the value of 

its underlying security.  The price of a warrant may be more volatile than the price of its underlying security, and a 

warrant may offer greater potential for capital appreciation as well as capital loss.  Warrants do not entitle a holder 

to dividends or voting rights with respect to the underlying security and do not represent any rights in the assets of 

the issuing company.  A warrant ceases to have value if it is not exercised prior to its expiration date.  These factors 

can make warrants more speculative than other types of investments. 

Convertible Securities.  Convertible securities are bonds, debentures, notes, preferred stocks or other securities 

that may be converted or exchanged (by the holder or by the issuer) into shares of the underlying common stock (or 

cash or securities of equivalent value) at a stated exchange ratio.  A convertible security may also be called for 

redemption or conversion by the issuer after a particular date and under certain circumstances (including a specified 

price) established upon issue.  If a convertible security held by a Fund is called for redemption or conversion, the 

fund could be required to tender it for redemption, convert it into the underlying common stock, or sell it to a third-

party. 

Convertible securities generally have less potential for gain or loss than common stocks. Convertible securities 

generally provide yields higher than the underlying common stocks, but generally lower than comparable non-

convertible securities.  Because of this higher yield, convertible securities generally sell at a price above their 

“conversion value,” which is the current market value of the stock to be received upon conversion.  The difference 
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between this conversion value and the price of convertible securities will vary over time depending on changes in 

the value of the underlying common stocks and interest rates. When the underlying common stocks decline in value, 

convertible securities will tend not to decline to the same extent because of the interest or dividend payments and the 

repayment of principal at maturity for certain types of convertible securities.  However, securities that are 

convertible other than at the option of the holder generally do not limit the potential for loss to the same extent as 

securities convertible at the option of the holder.  When the underlying common stocks rise in value, the value of 

convertible securities may also be expected to increase.  At the same time, however, the difference between the 

market value of convertible securities and their conversion value will narrow, which means that the value of 

convertible securities will generally not increase to the same extent as the value of the underlying common stocks.  

Because convertible securities may also be interest-rate sensitive, their value may increase as interest rates fall and 

decrease as interest rates rise.  Convertible securities are also subject to credit risk, and are often lower-quality 

securities. 

 Generally, capitalization or market capitalization is a measure of a company’ size.  Investing in equity 

securities of small and medium capitalization companies often involves greater risk than is customarily associated 

with investments in larger capitalization companies.  This increased risk may be due to the greater business risks of 

smaller size, limited markets and financial resources, narrow product lines and frequent lack of depth of 

management.  The securities of smaller companies are often traded in the over-the-counter market and even if listed 

on a national securities exchange may not be traded in volumes typical for that exchange.  Consequently, the 

securities of smaller companies are less likely to be liquid, may have limited market stability, and may be subject to 

more abrupt or erratic market movements than securities of larger, more established growth companies or the market 

averages in general. 

HOLDRS 

 A Fund may invest in Holding Company Depositary Receipts (“HOLDRs”).  HOLDRs are trust-issued 

receipts that represent a Fund's beneficial ownership of a specific group of stocks. HOLDRs involve risks similar to 

the risks of investing in common stock. For example, a Fund's investment will decline in value if the underlying 

stocks decline in value. Because HOLDRs are not subject to concentration limits, the relative weight of an 

individual stock may increase substantially, causing the HOLDRs to be less diverse and creating more risk.  

 

FOREIGN SECURITIES 

 

 The Funds may invest in foreign securities. Foreign investments can involve significant risks in addition to 

the risks inherent in U.S. investments.  The value of securities denominated in or indexed to foreign currencies, and 

of dividends and interest from such securities, can change significantly when foreign currencies strengthen or 

weaken relative to the U.S. dollar.  Foreign securities markets generally have less trading volume and less liquidity 

than U.S. markets, and prices on some foreign markets can be highly volatile.  Many foreign countries lack uniform 

accounting and disclosure standards comparable to those applicable to U.S. companies and it may be more difficult 

to obtain reliable information regarding an issuer’s financial condition and operations.  In addition, the costs of 

foreign investing, including withholding taxes, brokerage commissions, and custodial costs, generally are higher 

than for U.S. investments.  

 

Foreign markets may offer less protection to investors than U.S. markets.  Foreign issuers, brokers, and 

securities markets may be subject to less government supervision.  Foreign security trading practices, including 

those involving the release of assets in advance of payment, may invoke increased risks in the event of a failed trade 

or the insolvency of a broker-dealer, and may involve substantial delays.  It also may be difficult to enforce legal 

rights in foreign countries.  

 

Investing abroad also involves different political and economic risks.  Foreign investments may be affected 

by actions of foreign governments adverse to the interests of U.S. investors, including the possibility of 

expropriation or nationalization of assets, confiscatory taxation, and restrictions on U.S. investment or on the ability 

to repatriate assets or convert currency into U.S. dollars, or other government intervention.  There may be a greater 

possibility of default by foreign governments or foreign government-sponsored enterprises. Investments in foreign 

countries also involve a risk of local political, economic or social instability, military action or unrest, or adverse 
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diplomatic developments.  There is no assurance that an advisor will be able to anticipate or counter these potential 

events and their impacts on the Fund’s share price.  

 

Investments by a Fund in emerging markets securities include special risks in addition to those generally 

associated with foreign investing. Many investments in emerging markets can be considered speculative, and the 

value of those investments can be more volatile than in more developed foreign markets. Emerging markets also 

have different clearance and settlement procedures, and delays in settlement could result in temporary periods when 

a portion of the assets is uninvested and no return is earned thereon. The inability to make intended security 

purchases due to settlement problems could cause a Fund to miss attractive investment opportunities. Inability to 

dispose of portfolio securities due to settlement problems could result either in losses to a Fund due to subsequent 

declines in the value of those securities or possible liability to the purchaser. Many emerging markets have 

experienced substantial rates of inflation for many years, which has had and may continue to have adverse effects on 

the economies and securities markets of certain emerging market countries. In an attempt to control inflation, certain 

emerging market countries have imposed wage and price controls. Emerging market governmental issuers are 

among the largest debtors to commercial banks, foreign governments, international financial organizations and other 

financial institutions. Debt obligations of emerging market countries may involve a high degree of risk, and may be 

in default or present the risk of default. Certain emerging market governmental issuers have not been able or have 

been unwilling to make payments of interest or principal on debt obligations as those payments have come due.  
 

CURRENCY TRANSACTIONS 

 

A currency exchange transaction may be conducted either on a spot (i.e., cash) basis at the spot rate for 

purchasing or selling currency prevailing in the foreign exchange market or through a forward currency exchange 

contract (“forward contract”). A forward contract is an agreement to purchase or sell a specified currency at a 

specified future date (or within a specified time period) and price set at the time of the contract. Forward contracts 

are usually entered into with banks, foreign exchange dealers or broker-dealers, are not exchange-traded, and are 

usually for less than one year, but may be renewed.  
  

Forward currency transactions may involve currencies of the different countries in which a Fund may invest, 

and serve as hedges against possible variations in the exchange rate between these currencies. Transaction hedging 

is the purchase or sale of a forward contract with respect to specific payables or receivables of a Fund accruing in 

connection with the purchase or sale of portfolio securities.  Portfolio hedging is the use of a forward contract with 

respect to a portfolio security position denominated or quoted in a particular currency. A Fund may engage in 

portfolio hedging with respect to the currency of a particular country in amounts approximating actual or anticipated 

positions in securities denominated in that currency.  
  

If a Fund enters into a forward contract hedging an anticipated purchase of portfolio securities, assets of that 

Fund having a value at least as great as the Fund’s commitment under such forward contract will be segregated on 

the books of the portfolio fund while the contract is outstanding.  
  

At the maturity of a forward contract to deliver a particular currency, a Fund may either sell the portfolio 

security related to such contract and make delivery of the currency, or it may retain the security and either acquire 

the currency on the spot market or terminate its contractual obligation to deliver the currency by purchasing an 

offsetting contract with the same currency trader obligating it to purchase on the same maturity date the same 

amount of the currency.  
  

It is impossible to forecast with absolute precision the market value of portfolio securities at the expiration of 

a forward contract. Accordingly, it may be necessary for a Fund to purchase additional currency on the spot market 

(and bear the expense of such purchase) if the market value of the security is less than the amount of currency that 

the Fund is obligated to deliver and if a decision is made to sell the security and make delivery of the currency. 

Conversely, it may be necessary to sell on the spot market some of the currency received upon the sale of the 

portfolio security if its market value exceeds the amount of currency that the Fund is obligated to deliver.  
  

Hedging against a decline in the value of a currency does not eliminate fluctuations in the prices of portfolio 

securities or prevent losses if the prices of such securities decline. Such transactions also preclude the opportunity 

for gain if the value of the hedged currency should rise. Moreover, it may not be possible for a Fund to hedge 

against a devaluation that is so generally anticipated that the Fund is not able to contract to sell the currency at a 
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price above the devaluation level it anticipates. The cost to a Fund of engaging in currency exchange transactions 

varies with such factors as the currency involved, the length of the contract period, and prevailing market conditions. 

Since currency exchange transactions are usually conducted on a principal basis, no fees or commissions are 

involved.  

EUROBONDS AND YANKEE BONDS  

Bonds issued by foreign branches of U.S. banks ("Eurobonds") and bonds issued by a U.S. branch of a 

foreign bank and sold in the United States ("Yankee bonds"). These bonds are bought and sold in U.S. dollars, but 

generally carry with them the same risks as investing in foreign securities.  

 

RESTRICTED SECURITIES 

 

 A Fund may invest up to 15% of its net assets in illiquid securities. An illiquid security generally is one that 

cannot be sold in the ordinary course of business within seven days at substantially the value assigned to it in 

calculations of a Fund’s net asset value. Repurchase agreements maturing in more than seven days, OTC derivatives, 

and restricted securities are generally illiquid; other types of investments may also be illiquid from time to time. If, 

through the appreciation of illiquid securities or the depreciation of liquid securities, a Fund should be in a position 

where more than 15% of the value of its net assets are invested in illiquid assets, that Fund will take appropriate 

steps to protect liquidity. Illiquid securities are priced at a fair value determined in good faith by the board of 

directors or trustees of the fund or its delegate. A Fund may be unable to realize a favorable price upon sale of the 

securities, or in some cases may not be able to sell the securities.  
  

Restricted securities may be sold only in privately negotiated transactions or in a public offering with respect 

to which a registration statement is in effect under the Securities Act of 1933 (the “1933 Act”). Where registration is 

required, a Fund may be obligated to pay all or part of the registration expenses and a considerable period may 

elapse between the time of the decision to sell and the time the portfolio fund may be permitted to sell a security 

under an effective registration statement. If, during such a period, adverse market conditions were to develop, the 

Fund might obtain a less favorable price than prevailed when it decided to sell. Restricted securities will be priced at 

a fair value as determined in good faith by the board of the Fund.  
  

Notwithstanding the above, a Fund may purchase securities that have been privately placed but that are 

eligible for purchase and sale under Rule 144A under the 1933 Act. That rule permits certain qualified institutional 

buyers, such as the Funds, to trade in privately placed securities that have not been registered for sale under the 1933 

Act. Generally, the Fund’s investment advisor, under the supervision of the board of directors or trustees, will 

consider whether securities purchased under Rule 144A are illiquid and thus subject to a Fund’s restriction of 

investing no more than 15% of its assets in illiquid securities. Investing in Rule 144A securities could have the 

effect of increasing the amount of a Fund’s assets invested in illiquid securities if qualified institutional buyers are 

unwilling to purchase such securities.  
  

The 1940 Act provides that a mutual fund (“Acquired Fund”) whose shares are purchased by another fund 

(“Acquiring Fund”) is obliged to redeem shares held by the Acquiring Fund only in an amount up to 1% of the 

Acquired Fund’s outstanding securities during any period of less than 30 days. Accordingly, shares held by a Fund 

in excess of 1% of an Underlying Fund’s outstanding shares would, if the Fund had not made the election described 

below, be considered illiquid securities that, together with other such securities, may not exceed 15% of that Fund’s 

net assets. However, with respect to those Underlying Funds that have elected to reserve the right to pay redemption 

requests by a distribution in kind of securities from its portfolio, instead of cash, these positions may be treated as 

liquid. Under certain circumstances an Underlying Fund may determine to make payment of a redemption by a Fund 

(wholly or in part) by a distribution in kind of securities from its portfolio, instead of cash. As a result, a Fund may 

hold securities distributed by an Underlying Fund until such time as management determines it appropriate to 

dispose of the securities. That disposition will impose additional costs on the Fund.  
  
DEBT SECURITIES 

 

Investors should be aware that even though interest-bearing obligations are investments which promise a 

stable stream of income, the prices of such securities are inversely affected by changes in interest rates and, 

therefore, are subject to the risk of market price fluctuations. Long-term obligations are affected to a greater extent 
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by interest rates than shorter term obligations. The values of fixed-income obligations also may be affected by 

changes in the credit rating or financial condition of the issuing entities.  

 

A Fund may invest in debt securities, including lower-rated securities (i.e., securities rated BB or lower by 

Standard & Poor’s Corporation, a division of The McGraw Hill Companies (“S&P”) or Ba or lower by Moody’s 

Investor Services, Inc. (“Moody’s”), commonly called “junk bonds”), and securities that are not rated. There may be 

no restrictions as to the ratings of debt securities acquired by a portfolio fund or the portion of a portfolio fund’s 

assets that may be invested in debt securities in a particular ratings category.  
  

Securities rated BBB or Baa are considered to be medium grade and to have speculative characteristics. 

Lower-rated debt securities are predominantly speculative with respect to the issuer’s capacity to pay interest and 

repay principal. Investment in medium- or lower-quality debt securities involves greater investment risk, including 

the possibility of issuer default or bankruptcy. An economic downturn could severely disrupt the market for such 

securities and adversely affect the value of such securities. In addition, lower-quality bonds are less sensitive to 

interest rate changes than higher-quality instruments and generally are more sensitive to adverse economic changes 

or individual corporate developments. During a period of adverse economic changes, including a period of rising 

interest rates, the junk bond market may be severely disrupted, and issuers of such bonds may experience difficulty 

in servicing their principal and interest payment obligations.  
  

Medium- and lower-quality debt securities may be less marketable than higher-quality debt securities because 

the market for them is less broad. The market for unrated debt securities is even narrower. During periods of thin 

trading in these markets, the spread between bid and asked prices is likely to increase significantly, and a portfolio 

fund may have greater difficulty selling its portfolio securities. The market value of these securities and their 

liquidity may be affected by adverse publicity and investor perceptions.  
  

The debt securities held by a Fund may have redemption or call provisions. If an issuer exercises these 

provisions in a declining interest rate market, the Fund would have to replace the security with a lower yielding 

security, resulting in a decreased return for the investors in the Fund. Conversely, a high yield, high risk security’s 

value will decrease in a rising interest rate market, as will the value of the Fund’s assets.  
  

Special tax considerations are associated with investing in debt securities structured as zero coupon or pay-in-

kind securities. A Fund will report the interest on these securities as income even though it receives no cash interest 

until the security’s maturity or payment date.  
  

Credit ratings evaluate the safety of principal and interest payments, not the market value risk of debt 

securities. Rating agencies may fail to change the credit ratings in a timely manner to reflect subsequent events. To 

the extent that a Fund invests in medium- and lower-quality debt securities, the achievement of a Fund’s investment 

objective may be more dependent on the Fund’s own credit analysis than is the case for higher quality bonds. A 

more complete description of the characteristics of bonds in each ratings category is included in Appendix A to this 

SAI.  
 

HIGH YIELD SECURITIES 

 

High yield securities, commonly referred to as junk bonds, are debt obligations rated below investment 

grade, i.e.,  below BBB by Standard & Poor’s Ratings Group (“S&P”) or Baa by Moody’s Investors Service, Inc. 

(“Moody’s”), or their unrated equivalents.  The risks associated with investing in high yield securities include: (i) 

high yield, lower rated bonds involve greater risk of default or price declines than investments in investment grade 

securities (e.g., securities rated BBB or higher by S&P or Baa or higher by Moody’s) due to changes in the issuer’s 

creditworthiness; (ii) the market for high risk, high yield securities may be thinner and less active, causing market 

price volatility and limited liquidity in the secondary market.  This may limit the ability of a Fund to sell these 

securities at their fair market values either to meet redemption requests, or in response to changes in the economy or 

the financial markets; (iii) Market prices for high risk, high yield securities may also be affected by investors’ 

perception of the issuer’s credit quality and the outlook for economic growth.  Thus, prices for high risk, high yield 

securities may move independently of interest rates and the overall bond market; and (iv) the market for high risk, 

high yield securities may be adversely affected by legislative and regulatory developments. 
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INFLATION-INDEXED BONDS  
  

Inflation-indexed bonds are fixed income securities whose principal value is periodically adjusted according to 

the rate of inflation. Two structures are common. The U.S. Treasury and some other issuers use a structure that 

accrues inflation into the principal value of the bond. Most other issuers pay out the Consumer Price Index accruals 

as part of a semiannual coupon.  
  

Inflation-indexed securities issued by the U.S. Treasury have maturities of five, ten or thirty years, although it 

is possible that securities with other maturities will be issued in the future. The U.S. Treasury securities pay interest 

on a semi-annual basis, equal to a fixed percentage of the inflation-adjusted principal amount. For example, if a 

Fund purchased an inflation-indexed bond with a par value of $1,000 and a 3% real rate of return coupon (payable 

1.5% semi-annually), and inflation over the first six months were 1%, the mid-year par value of the bond would be 

$1,010 and the first semi-annual interest payment would be $15.15 ($1,010 times 1.5%). If inflation during the 

second half of the year resulted in the whole years’ inflation equaling 3%, the end-of-year par value of the bond 

would be $1,030 and the second semi-annual interest payment would be $15.45 ($1,030 times 1.5%).  

  

If the periodic adjustment rate measuring inflation falls, the principal value of inflation-indexed bonds will be 

adjusted downward, and consequently the interest payable on these securities (calculated with respect to a smaller 

principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted for 

inflation) is guaranteed in the case of U.S. Treasury inflation-indexed bonds, even during a period of deflation. 

However, the current market value of the bonds is not guaranteed, and will fluctuate. The Funds may also invest in 

other inflation related bonds which may or may not provide a similar guarantee. If a guarantee of principal is not 

provided, the adjusted principal value of the bond repaid at maturity may be less than the original principal.  
  

The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. Real 

interest rates in turn are tied to the relationship between nominal interest rates and the rate of inflation. Therefore, if 

inflation were to rise at a faster rate than nominal interest rates, real interest rates might decline, leading to an 

increase in value of inflation-indexed bonds. In contrast, if nominal interest rates increased at a faster rate than 

inflation, real interest rates might rise, leading to a decrease in value of inflation-indexed bonds.  
  

While these securities are expected to be protected from long-term inflationary trends, short-term increases in 

inflation may lead to a decline in value. If interest rates rise due to reasons other than inflation (for example, due to 

changes in currency exchange rates), investors in these securities may not be protected to the extent that the increase 

is not reflected in the bond’s inflation measure.  
  

The periodic adjustment of U.S. inflation-indexed bonds is tied to the Consumer Price Index for Urban 

Consumers (“CPI-U”), which is calculated monthly by the U.S. Bureau of Labor Statistics. The CPI-U is a 

measurement of changes in the cost of living, made up of components such as housing, food, transportation and 

energy. Inflation-indexed bonds issued by a foreign government are generally adjusted to reflect a comparable 

inflation index, calculated by that government. There can be no assurance that the CPI-U or any foreign inflation 

index will accurately measure the real rate of inflation in the prices of goods and services. Moreover, there can be no 

assurance that the rate of inflation in a foreign country will be correlated to the rate of inflation in the United States.  
  

Any increase in the principal amount of an inflation-indexed bond will be considered taxable ordinary income, 

even though investors do not receive their principal until maturity.  
 

MUNICIPAL BONDS 

A Fund may invest in debt securities issued by or on behalf of states, territories and possessions of the 

United States and the District of Columbia and their political subdivisions, agencies or instrumentalities, the interest 

on which is exempt from federal income tax ("Municipal Bonds"). Municipal Bonds include debt securities which 

pay interest income that is subject to the alternative minimum tax. A Fund may invest in Municipal Bonds whose 

issuers pay interest on the Bonds from revenues from projects such as multifamily housing, nursing homes, electric 

utility systems, hospitals or life care facilities.  
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If a revenue bond is secured by payments generated from a project, and the revenue bond is also secured by 

a lien on the real estate comprising the project, foreclosure by the indenture trustee on the lien for the benefit of the 

bondholders creates additional risks associated with owning real estate, including environmental risks.  

Housing revenue bonds typically are issued by a state, county or local housing authority and are secured 

only by the revenues of mortgages originated by the authority using the proceeds of the bond issue. Because of the 

impossibility of precisely predicting demand for mortgages from the proceeds of such an issue, there is a risk that 

the proceeds of the issue will be in excess of demand, which would result in early retirement of the bonds by the 

issuer. Moreover, such housing revenue bonds depend for their repayment upon the cash flow from the underlying 

mortgages, which cannot be precisely predicted when the bonds are issued. Any difference in the actual cash flow 

from such mortgages from the assumed cash flow could have an adverse impact upon the ability of the issuer to 

make scheduled payments of principal and interest on the bonds, or could result in early retirement of the bonds. 

Additionally, such bonds depend in part for scheduled payments of principal and interest upon reserve funds 

established from the proceeds of the bonds, assuming certain rates of return on investment of such reserve funds. If 

the assumed rates of return are not realized because of changes in interest rate levels or for other reasons, the actual 

cash flow for scheduled payments of principal and interest on the bonds may be inadequate. The financing of multi-

family housing projects is affected by a variety of factors, including satisfactory completion of construction within 

cost constraints, the achievement and maintenance of a sufficient level of occupancy, sound management of the 

developments, timely and adequate increases in rents to cover increases in operating expenses, including taxes, 

utility rates and maintenance costs, changes in applicable laws and governmental regulations and social and 

economic trends.  

Electric utilities face problems in financing large construction programs in inflationary periods, cost 

increases and delay occasioned by environmental considerations (particularly with respect to nuclear facilities), 

difficulty in obtaining fuel at reasonable prices, the cost of competing fuel sources, difficulty in obtaining sufficient 

rate increases and other regulatory problems, the effect of energy conservation and difficulty of the capital market to 

absorb utility debt.  

Health care facilities include life care facilities, nursing homes and hospitals. Life care facilities are 

alternative forms of long-term housing for the elderly which offer residents the independence of condominium life 

style and, if needed, the comprehensive care of nursing home services. Bonds to finance these facilities have been 

issued by various state industrial development authorities. Since the bonds are secured only by the revenues of each 

facility and not by state or local government tax payments, they are subject to a wide variety of risks. Primarily, the 

projects must maintain adequate occupancy levels to be able to provide revenues adequate to maintain debt service 

payments. Moreover, in the case of life care facilities, since a portion of housing, medical care and other services 

may be financed by an initial deposit, there may be risk if the facility does not maintain adequate financial reserves 

to secure estimated actuarial liabilities. The ability of management to accurately forecast inflationary cost pressures 

weighs importantly in this process. The facilities may also be affected by regulatory cost restrictions applied to 

health care delivery in general, particularly state regulations or changes in Medicare and Medicaid payments or 

qualifications, or restrictions imposed by medical insurance companies. They may also face competition from 

alternative health care or conventional housing facilities in the private or public sector. Hospital bond ratings are 

often based on feasibility studies which contain projections of expenses, revenues and occupancy levels. A hospital's 

gross receipts and net income available to service its debt are influenced by demand for hospital services, the ability 

of the hospital to provide the services required, management capabilities, economic developments in the service 

area, efforts by insurers and government agencies to limit rates and expenses, confidence in the hospital, service area 

economic developments, competition, availability and expense of malpractice insurance, Medicaid and Medicare 

funding, and possible federal legislation limiting the rates of increase of hospital charges.  

A Fund may invest in municipal lease securities. These are undivided interests in a portion of an obligation 

in the form of a lease or installment purchase which is issued by state and local governments to acquire equipment 

and facilities. Municipal leases frequently have special risks not normally associated with general obligation or 

revenue bonds. Leases and installment purchase or conditional sale contracts (which normally provide for title to the 

leased asset to pass eventually to the governmental issuer) have evolved as a means for governmental issuers to 

acquire property and equipment without meeting the constitutional and statutory requirements for the issuance of 

debt. The debt-issuance limitations are deemed to be inapplicable because of the inclusion in many leases or 

contracts of "non-appropriation" clauses that provide that the governmental issuer has no obligation to make future 



  13 

payments under the lease or contract unless money is appropriated for such purpose by the appropriate legislative 

body on a yearly or other periodic basis. Although the obligations will be secured by the leased equipment or 

facilities, the disposition of the property in the event of non-appropriation or foreclosure might, in some cases, prove 

difficult. There are, of course, variations in the security of municipal lease securities, both within a particular 

classification and between classifications, depending on numerous factors.  

A Fund may also invest in bonds for industrial and other projects, such as sewage or solid waste disposal or 

hazardous waste treatment facilities. Financing for such projects will be subject to inflation and other general 

economic factors as well as construction risks including labor problems, difficulties with construction sites and the 

ability of contractors to meet specifications in a timely manner. Because some of the materials, processes and wastes 

involved in these projects may include hazardous components, there are risks associated with their production, 

handling and disposal.  

ZERO COUPON BONDS, DEFERRED INTEREST BONDS AND PIK BONDS 

 

A Fund may invest in zero coupon bonds, deferred interest bonds and bonds on which the interest is 

payable in kind ("PIK bonds"). Zero coupon and deferred interest bonds are debt obligations which are issued at a 

significant discount from face value. The discount approximates the total amount of interest the bonds will accrue 

and compound over the period until maturity or the first interest payment date at a rate of interest reflecting the 

market rate of the security at the time of issuance. While zero coupon bonds do not require the periodic payment of 

interest, deferred interest bonds provide for a period of delay before the regular payment of interest begins. PIK 

bonds are debt obligations which provide that the issuer may, at its option, pay interest on such bonds in cash or in 

the form of additional debt obligations. Such investments benefit the issuer by mitigating its need for cash to meet 

debt service, but also require a higher rate of return to attract investors who are willing to defer receipt of such cash. 

Such investments may experience greater volatility in market value than debt obligations which make regular 

payments of interest. A Fund will accrue income on such investments for tax and accounting purposes, which is 

distributable to shareholders and which, because no cash is received at the time of accrual, may require the 

liquidation of other portfolio securities to satisfy the Fund's distribution obligations.  

 

BRADY BONDS 

 

A Fund may invest in Brady Bonds, which are securities created through the exchange of existing 

commercial bank loans to public and private entities in certain emerging markets for new bonds in connection with 

debt restructurings under a debt restructuring plan introduced by former U.S. Secretary of the Treasury, Nicholas F. 

Brady (the "Brady Plan"). Brady Plan debt restructurings have been implemented in a number of countries including 

Argentina, Brazil, Bulgaria, Costa Rica, Croatia, Dominican Republic, Ecuador, Jordan, Mexico, Morocco, Nigeria, 

Panama, Peru, the Philippines, Poland, Slovenia, Uruguay and Venezuela. Brady Bonds have been issued only 

recently, and for that reason do not have a long payment history. Brady Bonds may be collateralized or 

uncollateralized, are issued in various currencies (but primarily the U.S. dollar) and are actively traded in over-the-

counter secondary markets. U.S. dollar-denominated, collateralized Brady Bonds, which may be fixed rate bonds or 

floating-rate bonds, are generally collateralized in full as to principal by U.S. Treasury zero coupon bonds having 

the same maturity as the bonds. Brady Bonds are often viewed as having three or four valuation components: the 

collateralized repayment of principal at final maturity; the collateralized interest payments; the uncollateralized 

interest payments; and any uncollateralized repayment of principal at maturity (these uncollateralized amounts 

constituting the "residual risk"). In light of the residual risk of Brady Bonds and the history of defaults of countries 

issuing Brady Bonds with respect to commercial bank loans by public and private entities, investments in Brady 

Bonds may be viewed as speculative.  

 

TENDER OPTION BONDS  

 

A tender option bond is a municipal security (generally held pursuant to a custodial arrangement) having a 

relatively long maturity and bearing interest at a fixed rate that is substantially higher than prevailing short-term tax-

exempt rates and that has been coupled with the agreement of a third party, such as a bank, broker-dealer or other 

financial institution, who grants the security holder the option, at periodic intervals, to tender the security to it and 

receive the face value thereof. As consideration for providing the option, the third party financial institution receives 
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periodic fees equal to the difference between the municipal security's fixed coupon rate and the rate, as determined 

by a remarketing or similar agent at or near the commencement of such period, that would cause the securities, 

coupled with the tender option, to trade at par on the date of such determination. Thus, after payment of this fee, the 

security holder effectively holds a demand obligation that bears interest at the prevailing short-term tax-exempt rate. 

In certain instances and for certain tender option bonds, the option may be terminable in the event of a default in 

payment of principal or interest on the underlying municipal securities and for other reasons.  

 

FORWARD COMMITMENTS, WHEN-ISSUED PURCHASES AND DELAYED DELIVERY TRANSACTIONS 

 

 A Fund may purchase or sell securities on a when-issued or delayed delivery basis and make contracts to 

purchase or sell securities for a fixed price at a future date beyond customary settlement time. Securities purchased 

or sold on a when-issued, delayed-delivery or forward commitment basis involve a risk of loss if the value of the 

security to be purchased declines, or the value of the security to be sold increases, before the settlement date. A Fund 

may dispose of securities purchased on a when-issued, delayed-delivery or a forward commitment basis before 

settlement when deemed appropriate by the Fund’s investment advisor. 

  

SECURITIES LENDING 

 

 A Fund may make long and short term loans of its portfolio securities to parties such as broker-dealers, 

banks, or institutional investors.  Securities lending allows a Fund to retain ownership of the securities loaned and, at 

the same time, to earn additional income.  Since there may be delays in the recovery of loaned securities, or a loss of 

rights in collateral supplied, should the borrower fail financially, loans will be made only to parties whose 

creditworthiness has been reviewed and deemed satisfactory by the Fund’s investment advisor.  Furthermore, they 

will only be made if, in the judgment of the investment advisor, the consideration to be earned from such loans 

would justify the risk.  

 

It is the current view of the staff of the SEC that a fund may engage in loan transactions only under the 

following conditions: (1) a fund must receive 100% collateral in the form of cash, cash equivalents (e.g., U.S. 

Treasury bills or notes) or other high grade liquid debt instruments from the borrower; (2) the borrower must 

increase the collateral whenever the market value of the securities loaned (determined on a daily basis) rises above 

the value of the collateral; (3) after giving notice, the fund must be able to terminate the loan at any time; (4) the 

fund must receive reasonable interest on the loan or a flat fee from the borrower, as well as amounts equivalent to 

any dividends, interest, or other distributions on the securities loaned and to any increase in market value; (5) the 

fund may pay only reasonable custodian fees in connection with the loan; and (6) the Board of Trustees must be able 

to vote proxies on the securities loaned, either by terminating the loan or by entering into an alternative arrangement 

with the borrower.  

 

Cash received through loan transactions may be invested in any security in which the fund is authorized to 

invest.  Investing the cash subjects that investment, as well as the security loaned, to market forces (i.e., capital 

appreciation or depreciation).  

 

BORROWING 

 

  A Fund may be permitted to borrow money up to one-third of the value of its total assets.  Borrowing for the 

purpose of investment is a speculative technique that increases both investment opportunity and a Fund’s ability to 

achieve greater diversification.  However, it also increases investment risk.  Because a Fund’s investments will 

fluctuate in value, whereas the interest obligations on borrowed funds may be fixed, during times of borrowing, the 

Fund’s net asset value may tend to increase more when its investments increase in value, and decrease more when 

its investments decrease in value. In addition, interest costs on borrowings may fluctuate with changing market 

interest rates and may partially offset or exceed the return earned on the borrowed funds.  Also, during times of 

borrowing under adverse market conditions, a Fund might have to sell portfolio securities to meet interest or 

principal payments at a time when fundamental investment considerations would not favor such sales.  

 



  15 

DERIVATIVE INSTRUMENTS  
 

The value of some derivative instruments in which a Fund invests may be particularly sensitive to changes in 

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

these instruments may depend in part upon the ability of the Fund’s investment advisor to forecast interest rates and 

other economic factors correctly. If an investment advisor incorrectly forecasts such factors and has taken positions 

in derivative instruments contrary to prevailing market trends, the Fund could be exposed to the risk of loss.  
 

If an investment advisor incorrectly forecasts interest rates, market values or other economic factors in 

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

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

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

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

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

result in losses by offsetting favorable price movements in related investments or otherwise, due to the possible 

inability of a Fund to purchase or sell a portfolio security at a time that otherwise would be favorable or the possible 

need to sell a portfolio security at a disadvantageous time because the Fund is required to maintain asset coverage or 

offsetting positions in connection with transactions in derivative instruments, and the possible inability of a Fund to 

close out or to liquidate its derivatives positions. In addition, a Fund’s use of such instruments may cause the Fund 

to realize higher amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if it had not 

used such instruments. For Funds that gain exposure to an asset class using derivative instruments backed by a 

collateral portfolio of fixed income instruments, changes in the value of the fixed income instruments may result in 

greater or lesser exposure to that asset class than would have resulted from a direct investment in securities 

comprising that asset class.  
 

Options on Securities and Indexes. A Fund may purchase and sell put and call options on fixed income or 

other securities or indexes in standardized contracts traded on foreign or domestic securities exchanges, boards of 

trade, or similar entities, or quoted on NASDAQ or on an over-the-counter market, and agreements, sometimes 

called cash puts, which may accompany the purchase of a new issue of bonds from a dealer.  
 

An option on a security (or index) is a contract that gives the holder of the option, in return for a premium, the 

right to buy from (in the case of a call) or sell to (in the case of a put) the writer of the option the security underlying 

the option (or the cash value of the index) at a specified exercise price at any time during the term of the option. The 

writer of an option on a security has the obligation upon exercise of the option to deliver the underlying security 

upon payment of the exercise price or to pay the exercise price upon delivery of the underlying security. Upon 

exercise, the writer of an option on an index is obligated to pay the difference between the cash value of the index 

and the exercise price multiplied by the specified multiplier for the index option. (An index is designed to reflect 

features of a particular financial or securities market, a specific group of financial instruments or securities, or 

certain economic indicators.)  
  

A Fund may write call options and put options only if they are “covered.” In the case of a call option on a 

security, the option is “covered” if a Fund owns the security underlying the call or has an absolute and immediate 

right to acquire that security without additional cash consideration (or, if additional cash consideration is required, 

cash or other assets determined to be liquid by the Fund’s investment advisor in accordance with procedures 

established by the board of directors or trustees, in such amount are segregated or “earmarked”) upon conversion or 

exchange of other securities held by the Fund. For a call option on an index, the option is covered if the Fund 

maintains with its custodian assets determined to be liquid by the Fund’s investment advisor in accordance with 

procedures established by the board of directors or trustees, in an amount equal to the contract value of the index. A 

call option is also covered if the Fund holds a call on the same security or index as the call written where the 

exercise price of the call held is (i) equal to or less than the exercise price of the call written, or (ii) greater than the 

exercise price of the call written, provided the difference is maintained by the Fund in segregated or “earmarked” 

assets determined to be liquid by the Fund’s investment advisor in accordance with procedures established by the 

board of directors or trustees. A put option on a security or an index is “covered” if the Fund segregates or 

“earmarks” assets determined to be liquid by the Fund’s investment advisor in accordance with procedures 

established by the board of directors or trustees equal to the exercise price. A put option is also covered if the Fund 
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holds a put on the same security or index as the put written where the exercise price of the put held is (i) equal to or 

greater than the exercise price of the put written, or (ii) less than the exercise price of the put written, provided the 

difference is maintained by the Fund in segregated or “earmarked” assets determined to be liquid by the Fund’s 

investment advisor in accordance with procedures established by the board of directors or trustees.  
  

If an option written by a Fund expires unexercised, the Fund realizes a capital gain equal to the premium 

received at the time the option was written. If an option purchased by a Fund expires unexercised, the Fund realizes 

a capital loss equal to the premium paid. Prior to the earlier of exercise or expiration, an exchange traded option may 

be closed out by an offsetting purchase or sale of an option of the same series (type, exchange, underlying security 

or index, exercise price, and expiration). There can be no assurance, however, that a closing purchase or sale 

transaction can be effected when the Fund desires.  
  

A Fund may sell put or call options it has previously purchased, which could result in a net gain or loss 

depending on whether the amount realized on the sale is more or less than the premium and other transaction costs 

paid on the put or call option which is sold. Prior to exercise or expiration, an option may be closed out by an 

offsetting purchase or sale of an option of the same series. A Fund will realize a capital gain from a closing purchase 

transaction if the cost of the closing option is less than the premium received from writing the option, or, if it is 

more, the Fund will realize a capital loss. If the premium received from a closing sale transaction is more than the 

premium paid to purchase the option, the Fund will realize a capital gain or, if it is less, the Fund will realize a 

capital loss. The principal factors affecting the market value of a put or a call option include supply and demand, 

interest rates, the current market price of the underlying security or index in relation to the exercise price of the 

option, the volatility of the underlying security or index, and the time remaining until the expiration date.  
  

The premium paid for a put or call option purchased by a Fund is an asset of the Fund. The premium received 

for an option written by a Fund is recorded as a deferred credit. The value of an option purchased or written is 

marked to market daily and is valued at the closing price on the exchange on which it is traded or, if not traded on an 

exchange or no closing price is available, at the mean between the last bid and asked prices.  
  

A Fund may write covered straddles consisting of a combination of a call and a put written on the same 

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

obligations. The Funds may use the same liquid assets to cover both the call and put options where the exercise price 

of the call and put are the same, or the exercise price of the call is higher than that of the put. In such cases, the 

Funds will also segregate or “earmark” liquid assets equivalent to the amount, if any, by which the put is “in the 

money.”  
  

Risks Associated with Options on Securities and Indexes. There are several risks associated with transactions 

in options on securities and on indexes. For example, there are significant differences between the securities and 

options markets that could result in an imperfect correlation between these markets, causing a given transaction not 

to achieve its objectives. A decision as to whether, when and how to use options involves the exercise of skill and 

judgment, and even a well-conceived transaction may be unsuccessful to some degree because of market behavior or 

unexpected events.  
  

During the option period, the covered call writer has, in return for the premium on the option, given up the 

opportunity to profit from a price increase in the underlying security above the exercise price, but, as long as its 

obligation as a writer continues, has retained the risk of loss should the price of the underlying security decline. The 

writer of an option has no control over the time when it may be required to fulfill its obligation as a writer of the 

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

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

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

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

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

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

put or call option may move more or less than the price of the related security.  
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There can be no assurance that a liquid market will exist when a Fund seeks to close out an option position. If 

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

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

option that it had written on a security, it would not be able to sell the underlying security unless the option expired 

without exercise. As the writer of a covered call option, a Fund forgoes, during the option’s life, the opportunity to 

profit from increases in the market value of the security covering the call option above the sum of the premium and 

the exercise price of the call.  
  

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

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

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

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

mitigated by changes in the value of the Fund’s securities during the period the option was outstanding.  
  

Foreign Currency Options. A Fund may buy or sell put and call options on foreign currencies either on 

exchanges or in the over-the-counter market. A put option on a foreign currency gives the purchaser of the option 

the right to sell a foreign currency at the exercise price until the option expires. A call option on a foreign currency 

gives the purchaser of the option the right to purchase the currency at the exercise price until the option expires. 

Currency options traded on U.S. or other exchanges may be subject to position limits which may limit the ability of 

a Fund to reduce foreign currency risk using such options. Over-the-counter options differ from traded options in 

that they are two-party contracts with price and other terms negotiated between buyer and seller, and generally do 

not have as much market liquidity as exchange-traded options.  
  

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

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

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

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

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

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

to, interest rates, and security indexes. A Fund may also invest in foreign currency futures contracts and options 

thereon.  
  

An interest rate, commodity, foreign currency or index futures contract provides for the future sale by one 

party and purchase by another party of a specified quantity of a financial instrument, commodity, foreign currency 

or the cash value of an index at a specified price and time. A futures contract on an index is an agreement pursuant 

to which two parties agree to take or make delivery of an amount of cash equal to the difference between the value 

of the index at the close of the last trading day of the contract and the price at which the index contract was 

originally written. Although the value of an index might be a function of the value of certain specified securities, no 

physical delivery of these securities is made. A public market exists in futures contracts covering a number of 

indexes as well as financial instruments and foreign currencies, including: the S&P 500; the S&P Midcap 400; the 

Nikkei 225; the NYSE composite; U.S. Treasury bonds; U.S. Treasury notes; GNMA Certificates; three-month U.S. 

Treasury bills; 90-day commercial paper; bank certificates of deposit; Eurodollar certificates of deposit; the 

Australian dollar; the Canadian dollar; the British pound; the Japanese yen; the Swiss franc; the Mexican peso; and 

certain multinational currencies, such as the euro. It is expected that other futures contracts will be developed and 

traded in the future. Certain of the Funds may also invest in commodity futures contracts and options thereon. A 

commodity futures contract is an agreement between two parties, in which one party agrees to buy a commodity, 

such as an energy, agricultural or metal commodity from the other party at a later date at a price and quantity 

agreed-upon when the contract is made.  
  

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

characteristics as options on securities and indexes (discussed above). A futures option gives the holder the right, in 

return for the premium paid, to assume a long position (call) or short position (put) in a futures contract at a 

specified exercise price at any time during the period of the option. Upon exercise of a call option, the holder 

acquires a long position in the futures contract and the writer is assigned the opposite short position. In the case of a 
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put option, the opposite is true. A call option is “in the money” if the value of the futures contract that is the subject 

of the option exceeds the exercise price. A put option is “in the money” if the exercise price exceeds the value of the 

futures contract that is the subject of the option.  
 

Pursuant to a claim for exemption filed with the Commodity Futures Trading Commission (“CFTC”) on 

behalf of the Giant 5 Total Investment System and Giant 5 Total Index System, neither the Trust nor its Funds is 

deemed to be a “commodity pool” or “commodity pool operator” under the Commodity Exchange Act (“CEA”), and 

they are not subject to registration or regulation as such under the CEA. The Advisor is not deemed to be a 

“commodity pool operator” with respect to its service as investment advisor to the Funds.  
 

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

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

on an automated quotation system.  
 

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

custodian (or broker, if legally permitted) a specified amount of assets determined to be liquid by the Fund’s 

investment advisor in accordance with procedures established by the board of directors or  trustees (“initial 

margin”). The margin required for a futures contract is set by the exchange on which the contract is traded and may 

be modified during the term of the contract. Margin requirements on foreign exchanges may be different than U.S. 

exchanges. The initial margin is in the nature of a performance bond or good faith deposit on the futures contract 

which is returned to the Fund upon termination of the contract, assuming all contractual obligations have been 

satisfied. A Fund expects to earn interest income on its initial margin deposits. A futures contract held by a Fund is 

valued daily at the official settlement price of the exchange on which it is traded. Each day the Fund pays or receives 

cash, called “variation margin,” equal to the daily change in value of the futures contract. This process is known as 

“marking to market.” Variation margin does not represent a borrowing or loan by a Fund but is instead a settlement 

between the Fund and the broker of the amount one would owe the other if the futures contract expired. In 

computing daily net asset value, a Fund will mark to market its open futures positions.  

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

contracts written by it. Such margin deposits will vary depending on the nature of the underlying futures contract 

(and the related initial margin requirements), the current market value of the option, and other futures positions held 

by the Fund.  
 

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

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

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

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

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

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

sale price is more than the original purchase price, the Fund realizes a capital gain, or if it is less, the Fund realizes a 

capital loss. The transaction costs must also be included in these calculations.  
 

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

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

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

put are the same, or the exercise price of the call is higher than that of the put. In such cases, the Funds will also 

segregate or “earmark” liquid assets equivalent to the amount, if any, by which the put is “in the money.”  
 

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

basis) assets determined to be liquid by the Fund’s investment advisor in accordance with procedures established by 

the board of directors or trustees, that, when added to the amounts deposited with a futures commission merchant as 

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

purchasing a put option on the same futures contract with a strike price as high or higher than the price of the 

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

assets determined to be liquid by the Fund’s investment advisor in accordance with procedures established by the 

board of directors or trustees that are equal to the market value of the instruments underlying the contract. 

Alternatively, the Fund may “cover” its position by owning the instruments underlying the contract (or, in the case 

of an index futures contract, a portfolio with a volatility substantially similar to that of the index on which the 

futures contract is based), or by holding a call option permitting the Fund to purchase the same futures contract at a 

price no higher than the price of the contract written by the Fund (or at a higher price if the difference is maintained 

in liquid assets with the Fund’s custodian).  
 

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

on a daily basis) assets determined to be liquid by the Fund’s investment advisor in accordance with procedures 

established by the board of directors or trustees, that, when added to the amounts deposited with a futures 

commission merchant as margin, equal the total market value of the futures contract underlying the call option. 

Alternatively, the Fund may cover its position by entering into a long position in the same futures contract at a price 

no higher than the strike price of the call option, by owning the instruments underlying the futures contract, or by 

holding a separate call option permitting the Fund to purchase the same futures contract at a price not higher than the 

strike price of the call option sold by the Fund.  
 

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

on a daily basis) assets determined to be liquid by the Fund’s investment advisor in accordance with procedures 

established by the board of directors or trustees, that equal the purchase price of the futures contract, less any margin 

on deposit. Alternatively, the Fund may cover the position either by entering into a short position in the same futures 

contract, or by owning a separate put option permitting it to sell the same futures contract so long as the strike price 

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

To the extent that securities with maturities greater than one year are used to segregate or “earmark” assets to 

cover a Fund’s obligations under futures contracts and related options, such use will not eliminate the risk of a form 

of leverage, which may tend to exaggerate the effect on net asset value of any increase or decrease in the market 

value of a Fund’s portfolio, and may require liquidation of portfolio positions when it is not advantageous to do so.  

 

The requirements for qualification as a regulated investment company also may limit the extent to which a 

Fund may enter into futures, futures options or forward contracts. See “Additional Tax Information.”  
  

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

contracts and futures options as hedging techniques. A purchase or sale of a futures contract may result in losses in 

excess of the amount invested in the futures contract. There can be no guarantee that there will be a correlation 

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

significant differences between the securities and futures markets that could result in an imperfect correlation 

between the markets, causing a given hedge not to achieve its objectives. The degree of imperfection of correlation 

depends on circumstances such as variations in speculative market demand for futures and futures options on 

securities, including technical influences in futures trading and futures options, and differences between the financial 

instruments being hedged and the instruments underlying the standard contracts available for trading in such 

respects as interest rate levels, maturities, and creditworthiness of issuers. A decision as to whether, when and how 

to hedge involves the exercise of skill and judgment, and even a well-conceived hedge may be unsuccessful to some 

degree because of market behavior or unexpected interest rate trends.  
  

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

rates in a manner similar to that in which the underlying U.S. Government securities reacted. Thus, the anticipated 

spread between the price of the futures contract and the hedged security may be distorted due to differences in the 

nature of the markets. The spread also may be distorted by differences in initial and variation margin requirements, 

the liquidity of such markets and the participation of speculators in such markets.  
  

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

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

either up or down from the previous day’s settlement price at the end of the current trading session. Once the daily 
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limit has been reached in a futures contract subject to the limit, no more trades may be made on that day at a price 

beyond that limit. The daily limit governs only price movements during a particular trading day and therefore does 

not limit potential losses because the limit may work to prevent the liquidation of unfavorable positions. For 

example, futures prices have occasionally moved to the daily limit for several consecutive trading days with little or 

no trading, thereby preventing prompt liquidation of positions and subjecting some holders of futures contracts to 

substantial losses.  
  

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

a futures option position, and that Fund would remain obligated to meet margin requirements until the position is 

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

trading history. As a result, there can be no assurance that an active secondary market will develop or continue to 

exist.  
  

Risks Associated with Commodity Futures Contracts. There are several additional risks associated with 

transactions in commodity futures contracts.  
  

Storage. Unlike the financial futures markets, in the commodity futures markets there are costs of physical 

storage associated with purchasing the underlying commodity. The price of the commodity futures contract will 

reflect the storage costs of purchasing the physical commodity, including the time value of money invested in the 

physical commodity. To the extent that the storage costs for an underlying commodity change while a Fund is 

invested in futures contracts on that commodity, the value of the futures contract may change proportionately.  
  

Reinvestment. In the commodity futures markets, producers of the underlying commodity may decide to hedge 

the price risk of selling the commodity by selling futures contracts today to lock in the price of the commodity at 

delivery tomorrow. In order to induce speculators to purchase the other side of the same futures contract, the 

commodity producer generally must sell the futures contract at a lower price than the expected future spot price. 

Conversely, if most hedgers in the futures market are purchasing futures contracts to hedge against a rise in prices, 

then speculators will only sell the other side of the futures contract at a higher futures price than the expected future 

spot price of the commodity. The changing nature of the hedgers and speculators in the commodity markets will 

influence whether futures prices are above or below the expected future spot price, which can have significant 

implications for a Fund. If the nature of hedgers and speculators in futures markets has shifted when it is time for a 

Fund to reinvest the proceeds of a maturing contract in a new futures contract, the Fund might reinvest at higher or 

lower futures prices, or choose to pursue other investments.  
  

Other Economic Factors. The commodities which underlie commodity futures contracts may be subject to 

additional economic and non-economic variables, such as drought, floods, weather, livestock disease, embargoes, 

tariffs, and international economic, political and regulatory developments. These factors may have a larger impact 

on commodity prices and commodity-linked instruments, including futures contracts, than on traditional securities. 

Certain commodities are also subject to limited pricing flexibility because of supply and demand factors. Others are 

subject to broad price fluctuations as a result of the volatility of the prices for certain raw materials and the 

instability of supplies of other materials. These additional variables may create additional investment risks which 

subject a Fund’s investments to greater volatility than investments in traditional securities.  
  

Additional Risks of Options on Securities, Futures Contracts, Options on Futures Contracts, and Forward 

Currency Exchange Contracts and Options Thereon. Options on securities, futures contracts, and options on 

currencies may be traded on foreign exchanges. Such transactions may not be regulated as effectively as similar 

transactions in the United States; may not involve a clearing mechanism and related guarantees, and are subject to 

the risk of governmental actions affecting trading in, or the prices of, foreign securities. The value of such positions 

also could be adversely affected by (i) other complex foreign political, legal and economic factors, (ii) lesser 

availability than in the United States of data on which to make trading decisions, (iii) delays in the Trust’s ability to 

act upon economic events occurring in foreign markets during non-business hours in the United States, (iv) the 

imposition of different exercise and settlement terms and procedures and margin requirements than in the United 

States, and (v) lesser trading volume.  
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Swap Agreements and Options on Swap Agreements. A Fund may engage in swap transactions, including 

swap agreements on interest rates, security or commodity indexes, specific securities and commodities, and credit 

and event-linked swaps. A Fund may also invest in currency exchange rate swap agreements. A Fund may also enter 

into options on swap agreements (“swap options”).  
  

A Fund may enter into swap transactions for any legal purpose, such as for the purpose of attempting to obtain 

or preserve a particular return or spread at a lower cost than obtaining a return or spread through purchases and/or 

sales of instruments in other markets, to protect against currency fluctuations, as a duration management technique, 

to protect against any increase in the price of securities a Fund anticipates purchasing at a later date, or to gain 

exposure to certain markets in the most economical way possible.  
  

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, which 

may be adjusted for an interest factor. The gross returns to be exchanged or “swapped” between the parties are 

generally calculated with respect to a “notional amount,” i.e., 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 or 

commodities representing a particular index. A “quanto” or “differential” swap combines both an interest rate and a 

currency transaction. Other forms of 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, 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 rate, or “floor”; 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 

given minimum or maximum levels. A Fund may invest in commodity swap agreements. For example, an 

investment in a commodity swap agreement may involve the exchange of floating-rate interest payments for the 

total return on a commodity index. In a total return commodity swap, a Fund will receive the price appreciation of a 

commodity index, a portion of the index, or a single commodity in exchange for paying an agreed-upon fee. If the 

commodity swap is for one period, a Fund may pay a fixed fee, established at the outset of the swap. However, if the 

term of the commodity swap is more than one period, with interim swap payments, a Fund may pay an adjustable or 

floating fee. With a “floating” rate, the fee may be pegged to a base rate, such as the London Interbank Offered Rate, 

and is adjusted each period. Therefore, if interest rates increase over the term of the swap contract, a Fund may be 

required to pay a higher fee at each swap reset date.  
 

A Fund may also enter into swap options. A swap option is a contract that gives a counterparty the right (but 

not the obligation) in return for payment of a premium, to enter into a new swap agreement or to shorten, extend, 

cancel or otherwise modify an existing swap agreement, at some designated future time on specified terms. A Fund 

may write (sell) and purchase put and call swap options.  
  

Depending on the terms of the particular option agreement, a Fund will generally incur a greater degree of risk 

when it writes a swap option than it will incur when it purchases a swap option. When a Fund purchases a swap 

option, it risks losing only the amount of the premium it has paid should it decide to let the option expire 

unexercised. However, when a Fund writes a swap option, upon exercise of the option the Fund will become 

obligated according to the terms of the underlying agreement.  
  

Most other types of swap agreements entered into by the Funds would calculate the obligations of the parties 

to the agreement on a “net basis.” Consequently, a Fund’s current 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”). A Fund’s current obligations under a 

swap agreement will be accrued daily (offset against any amounts owed to the Fund) and any accrued but unpaid net 

amounts owed to a swap counterparty will be covered by the segregation or “earmarking” of assets determined to be 

liquid by a Fund’s investment advisor in accordance with procedures established by the board of directors or 

trustees, to avoid any potential leveraging of the Fund’s portfolio.  
  

A Fund may also enter into credit default swap agreements. The credit default swap agreement may have as 

reference obligations one or more securities that are not currently held by the Fund. The protection “buyer” in a 
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credit default contract is generally obligated to pay the protection “seller” an upfront or a periodic stream of 

payments over the term of the contract provided that no credit event, such as a default, on a reference obligation has 

occurred. If a credit event occurs, the seller generally must pay the buyer the “par value” (full notional value) of the 

swap in exchange for an equal face amount of deliverable obligations of the reference entity described in the swap, 

or the seller may be required to deliver the related net cash amount, if the swap is cash settled. A Fund may be either 

the buyer or seller in the transaction. If the Fund is a buyer and no credit event occurs, the Fund may recover nothing 

if the swap is held through its termination date. However, if a credit event occurs, the buyer generally may elect to 

receive the full notional value of the swap in exchange for an equal face amount of deliverable obligations of the 

reference entity whose value may have significantly decreased. As a seller, a Fund generally receives an upfront 

payment or a fixed rate of income throughout the term of the swap provided that there is no credit event. As the 

seller, a Fund would effectively add leverage to its portfolio because, in addition to its total net assets, a Fund would 

be subject to investment exposure on the notional amount of the swap.  
  

Credit default swap agreements involve greater risks than if a Fund had invested in the reference obligation 

directly since, in addition to general market risks, credit default swaps are subject to illiquidity risk, counterparty 

risk and credit risk. A Fund will enter into credit default swap agreements only with counterparties that meet certain 

standards of creditworthiness. A buyer generally also will lose its investment and recover nothing should no credit 

event occur and the swap is held to its termination date. If a credit event were to occur, the value of any deliverable 

obligation received by the seller, coupled with the upfront or periodic payments previously received, may be less 

than the full notional value it pays to the buyer, resulting in a loss of value to the seller. The Fund’s obligations 

under a credit default swap agreement will be accrued daily (offset against any amounts owing to the Fund). In 

connection with credit default swaps in which a Fund is the buyer, the Fund will segregate or “earmark” cash or 

assets determined to be liquid by the Fund’s investment advisor in accordance with procedures established by the 

board of directors or trustees, or enter into certain offsetting positions, with a value at least equal to the Fund’s 

exposure (any accrued but unpaid net amounts owed by the Fund to any counterparty), on a marked-to-market basis. 

In connection with credit default swaps in which a Fund is the seller, the Fund will segregate or “earmark” cash or 

assets determined to be liquid by the fund’s investment advisor in accordance with procedures established by the 

board of directors or trustees, or enter into offsetting positions, with a value at least equal to the full notional amount 

of the swap (minus any amounts owed to the Fund). Such segregation or “earmarking” will ensure that the Fund has 

assets available to satisfy its obligations with respect to the transaction and will limit any potential leveraging of the 

Fund’s portfolio. Such segregation or “earmarking” will not limit the Fund’s exposure to loss.  
 

Whether a Fund’s use of swap agreements or swap options will be successful depends on the Fund’s 

investment advisor’s ability to predict correctly whether certain types of investments are likely to produce greater 

returns than other investments. Because they are two party contracts and because they may have terms of greater 

than seven days, swap agreements may be considered to be illiquid. Moreover, a Fund bears the risk of loss of the 

amount expected to be received under a swap agreement in the event of the default or bankruptcy of a swap 

agreement counterparty. Generally, the Funds will enter into swap agreements only with counterparties that meet 

certain standards of creditworthiness (generally, such counterparties would have to be eligible counterparties under 

the terms of the Funds’ repurchase agreement guidelines). Certain restrictions imposed on the Funds by the Internal 

Revenue Code may limit the Funds’ ability to use swap agreements. The swaps market is a relatively new market 

and is largely unregulated. It is possible that developments in the swaps market, including potential government 

regulation, could adversely affect a Fund’s ability to terminate existing swap agreements or to realize amounts to be 

received under such agreements.   

 

Swaps are highly specialized instruments that require investment techniques, risk analyses, and tax planning 

different from those associated with traditional investments. The use of a swap requires an understanding not only of 

the referenced asset, reference rate, or index but also of the swap itself, without the benefit of observing the 

performance of the swap under all possible market conditions. Swap agreements may be subject to liquidity risk, 

which exists when a particular swap is difficult to purchase or sell. If a swap transaction is particularly large or if the 

relevant market is illiquid (as is the case with many OTC swaps), it may not be possible to initiate a transaction or 

liquidate a position at an advantageous time or price, which may result in significant losses. In addition, swap 

transaction may be subject to a fund’s limitation on investments in illiquid securities.  
   

Like most other investments, swap agreements are subject to the risk that the market value of the instrument 

will change in a way detrimental to a Fund’s interest. A Fund bears the risk that its investment advisor will not 
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accurately forecast future market trends or the values of assets, reference rates, indexes, or other economic factors in 

establishing swap positions for the Fund. If a Fund attempts to use a swap as a hedge against, or as a substitute for, a 

portfolio investment, the Fund will be exposed to the risk that the swap will have or will develop imperfect or no 

correlation with the portfolio investment. This could cause substantial losses for the Fund. While hedging strategies 

involving swap instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even result 

in losses by offsetting favorable price movements in other Fund investments. Many swaps are complex and often 

valued subjectively.  
  

Certain swap agreements are exempt from most provisions of the Commodity Exchange Act (“CEA”) and, 

therefore, are not regulated as futures or commodity option transactions under the CEA, pursuant to regulations 

approved by the CFTC. To qualify for this exemption, a swap agreement must be entered into by “eligible 

participants,” which includes the following, provided the participants’ total assets exceed established levels: a bank 

or trust company, savings association or credit union, insurance company, investment company subject to regulation 

under the 1940 Act, commodity pool, corporation, partnership, proprietorship, organization, trust or other entity, 

employee benefit plan, governmental entity, broker-dealer, futures commission merchant, natural person, or 

regulated foreign person. To be eligible, natural persons and most other entities must have total assets exceeding $10 

million; commodity pools and employee benefit plans must have assets exceeding $5 million. In addition, an eligible 

swap transaction must meet three conditions. First, the swap agreement may not be part of a fungible class of 

agreements that are standardized as to their material economic terms. Second, the creditworthiness of parties with 

actual or potential obligations under the swap agreement must be a material consideration in entering into or 

determining the terms of the swap agreement, including pricing, cost or credit enhancement terms. Third, swap 

agreements may not be entered into and traded on or through a multilateral transaction execution facility.  
  

This exemption is not exclusive, and participants may continue to rely on existing exclusions for swaps, such 

as the Policy Statement issued in July 1989 which recognized a safe harbor for swap transactions from regulation as 

futures or commodity option transactions under the CEA or its regulations. The Policy Statement applies to swap 

transactions settled in cash that (1) have individually tailored terms, (2) lack exchange-style offset and the use of a 

clearing organization or margin system, (3) are undertaken in conjunction with a line of business, and (4) are not 

marketed to the public.  
 

Structured Notes. Structured notes are derivative debt securities, the interest rate or principal of which is 

determined by an unrelated indicator. Indexed securities include structured notes as well as securities other than debt 

securities, the interest rate or principal of which is determined by an unrelated indicator. Indexed securities may 

include a multiplier that multiplies the indexed element by a specified factor and, therefore, the value of such 

securities may be very volatile. The terms of the structured and indexed securities may provide that in certain 

circumstances no principal is due at maturity and therefore, may result in a loss of invested capital. Structured and 

indexed securities may be positively or negatively indexed, so that appreciation of the reference may produce an 

increase or a decrease in the interest rate or the value of the structured or indexed security at maturity may be 

calculated as a specified multiple of the change in the value of the reference; therefore, the value of such security 

may be very volatile. Structured and indexed securities may entail a greater degree of market risk than other types of 

debt securities because the investor bears the risk of the reference. Structured or indexed securities may also be more 

volatile, less liquid, and more difficult to accurately price than less complex securities or more traditional debt 

securities.  

 

HYBRID INSTRUMENTS  
  

A hybrid instrument is a type of potentially high-risk derivative that combines a traditional stock, bond, or 

commodity with an option or forward contract. Generally, the principal amount, amount payable upon maturity or 

redemption, or interest rate of a hybrid is tied (positively or negatively) to the price of some commodity, currency or 

securities index or another interest rate or some other economic factor (each a “benchmark”). The interest rate or 

(unlike most fixed income securities) the principal amount payable at maturity of a hybrid security may be increased 

or decreased, depending on changes in the value of the benchmark. An example of a hybrid could be a bond issued 

by an oil company that pays a small base level of interest with additional interest that accrues in correlation to the 

extent to which oil prices exceed a certain predetermined level. Such an hybrid instrument would be a combination 

of a bond and a call option on oil.  
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Hybrids can be used as an efficient means of pursuing a variety of investment goals, including currency 

hedging, duration management, and increased total return. Hybrids may not bear interest or pay dividends. The 

value of a hybrid or its interest rate may be a multiple of a benchmark and, as a result, may be leveraged and move 

(up or down) more steeply and rapidly than the benchmark. These benchmarks may be sensitive to economic and 

political events, such as commodity shortages and currency devaluations, which cannot be readily foreseen by the 

purchaser of a hybrid. Under certain conditions, the redemption value of a hybrid could be zero. Thus, an investment 

in a hybrid may entail significant market risks that are not associated with a similar investment in a traditional, U.S. 

dollar-denominated bond that has a fixed principal amount and pays a fixed rate or floating rate of interest. The 

purchase of hybrids also exposes a Fund to the credit risk of the issuer of the hybrids. These risks may cause 

significant fluctuations in the net asset value of the Fund.  
  

Certain hybrid instruments may provide exposure to the commodities markets. These are derivative securities 

with one or more commodity-linked components that have payment features similar to commodity futures contracts, 

commodity options, or similar instruments. Commodity-linked hybrid instruments may be either equity or debt 

securities, and are considered hybrid instruments because they have both security and commodity-like 

characteristics. A portion of the value of these instruments may be derived from the value of a commodity, futures 

contract, index or other economic variable.  
  

Certain issuers of structured products such as hybrid instruments may be deemed to be investment companies 

as defined in the 1940 Act. As a result, the Funds’ investments in these products may be subject to limits applicable 

to investments in investment companies and may be subject to restrictions contained in the 1940 Act.  

 

EXCHANGE TRADED NOTES 

 

Exchange-Traded Notes (“ETNs”) are a type of unsecured, unsubordinated debt security that are designed to track 

the total return of a specific market index, less fees, and combine certain aspects of bonds and ETFs.  Similar to 

ETFs, ETNs are traded on a major exchange (e.g., NYSE) during normal trading hours.  However, investors can also 

hold the ETN until maturity. At maturity, the issuer pays to the investor a cash amount equal to principal amount, 

subject to the day’s index factor.  ETN returns are based upon the performance of a market index minus applicable 

fees.  ETNs do not make periodic coupon payments and provide no principal protection.  The value of an ETN may 

be influenced by time to maturity, level of supply and demand for the ETN, volatility and lack of liquidity in 

underlying commodities markets, changes in the applicable interest rates, changes in the issuer’s credit rating and 

economic, legal, political or geographic events that affect the referenced commodity.  The value of the ETN may 

drop due to a downgrade in the issuer’s credit rating, despite the underlying index remaining unchanged.   

 
 

REAL ESTATE SECURITIES 

 A Fund may invest in the equity and fixed-income securities of companies that are principally engaged in or 

related to the real estate industry, including those that own significant real estate assets, such as real estate 

investment trusts (“REITs”). An issuer is principally “engaged in” or principally “related to” the real estate industry 

if at least 50 percent of its total assets, gross income, or net profits are attributable to ownership, construction, 

management or sale of residential, commercial or industrial real estate, or to products or services related to the real 

estate industry. Issuers engaged in the real estate industry include equity REITs (which directly own real estate), 

mortgage REITs (which make short-term construction or real estate development loans or invest in long-term 

mortgages or mortgage pools), real estate brokers and developers, home-builders, companies that manage real estate, 

and companies that own substantial amounts of real estate. Businesses related to the real estate industry include 

manufacturers and distributors of building supplies and financial institutions that make or service mortgage loans. 

 Investments in the securities of companies that own, construct, manage or sell residential, commercial or 

industrial real estate will be subject to all of the risks associated with the ownership of real estate. These risks 

include: declines in the value of real estate, negative changes in the climate for real estate, risks related to general 

and local economic conditions, over-building and increased competition, decreases in property revenues, increases 

in property taxes and operating expenses, changes in zoning laws, casualty or condemnation losses, limitations on 
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rents, changes in neighborhood values, the appeal of properties to tenants, leveraging of interests in real estate, 

increases in prevailing interest rates, and costs resulting from the clean-up of environmental problems. 

REAL ESTATE INVESTMENT TRUST   

 

A REIT is a corporation or business trust (that would otherwise be taxed as a corporation) which meets the 

definitional requirements of the Internal Revenue Code of 1986, as amended (the “Code”).  The Code permits a 

qualifying REIT to deduct from taxable income the dividends paid, thereby effectively eliminating corporate level 

federal income tax and making the REIT a pass-through vehicle for federal income tax purposes.  To meet the 

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

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

income from rents from real property or interest on loans secured by mortgages on real property; and distribute 

annually 95% or more of its otherwise taxable income to shareholders. 

 

REITs are of land and buildings; a Mortgage REIT invests primarily in mortgages on real property, which 

may secure construction, development or long-term loans. 

 

REITs in which a Fund invests may be affected by changes in underlying real estate values, which may have 

an exaggerated effect to the extent that REITs in which a Fund invests may concentrate investments in particular 

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

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

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

of the Fund’s investments to decline.  During periods of declining interest rates, certain Mortgage REITs may hold 

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

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

the debt extended by the REIT and Equity REITs may be affected by the ability of tenants to pay rent. 

 

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

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

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

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

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

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

 

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

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

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

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

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

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

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

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

costs associated with protecting its investments. 

 

MORTGAGE-RELATED AND OTHER ASSET-BACKED SECURITIES  
  

Mortgage-related securities are interests in pools of residential or commercial mortgage loans, including 

mortgage loans made by savings and loan institutions, mortgage bankers, commercial banks and others. Pools of 

mortgage loans are assembled as securities for sale to investors by various governmental, government-related and 

private organizations. See “Mortgage Pass-Through Securities.” Certain Funds may also invest in debt securities 

which are secured with collateral consisting of mortgage-related securities (see “Collateralized Mortgage 

Obligations”).  
  

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

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

maturity or specified call dates. Instead, these securities provide a monthly payment which consists of both interest 
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and principal payments. In effect, these payments are a “pass-through” of the monthly payments made by the 

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

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

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

related securities (such as securities issued by the “Government National Mortgage Association,” or “GNMA”) are 

described as “modified pass-through.” These securities entitle the holder to receive all interest and principal 

payments owed on the mortgage pool, net of certain fees, at the scheduled payment dates regardless of whether or 

not the mortgagor actually makes the payment.  
  

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

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

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

mortgages increase in the effective duration of a mortgage-related security, the volatility of such security can be 

expected to increase.  
  

The principal governmental guarantor of mortgage-related securities is GNMA. GNMA is a wholly owned 

United States Government corporation within the Department of Housing and Urban Development. GNMA is 

authorized to guarantee, with the full faith and credit of the United States Government, the timely payment of 

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

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

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

Government-related guarantors (i.e., not backed by the full faith and credit of the United States Government) 

include the Federal National Mortgage Association (“FNMA”) and the Federal Home Loan Mortgage Corporation 

(“FHLMC”). FNMA is a government-sponsored corporation owned entirely by private stockholders. It is subject to 

general regulation by the Secretary of Housing and Urban Development. FNMA purchases conventional (i.e., not 

insured or guaranteed by any government agency) residential mortgages from a list of approved seller/servicers 

which include state and federally chartered savings and loan associations, mutual savings banks, commercial banks 

and credit unions and mortgage bankers. Pass-through securities issued by FNMA are guaranteed as to timely 

payment of principal and interest by FNMA but are not backed by the full faith and credit of the United States 

Government. FHLMC was created by Congress in 1970 for the purpose of increasing the availability of mortgage 

credit for residential housing. It is a government-sponsored corporation formerly owned by the twelve Federal Home 

Loan Banks and now owned entirely by private stockholders. FHLMC issues Participation Certificates (“PCs”) 

which are pass-through securities, each representing an undivided interest in a pool of residential mortgages. 

FHLMC guarantees the timely payment of interest and ultimate collection of principal, but PCs are not backed by 

the full faith and credit of the United States Government.  
  

FNMA and FHLMC have both recently faced scrutiny regarding their accounting practices and policies. In 

supplements to its recent offerings, FNMA announced that both the Office of Federal Housing Enterprise Oversight 

(“OFHEO”) and the Office of the Chief Accountant of the SEC have raised a number of questions and concerns 

about FNMA’s accounting policies and practices and its conformance to generally accepted accounting principles 

(“GAAP”). FNMA has further announced that interim and audited financial statements for the period beginning 

January 2001 through the second quarter of 2004 should not be relied upon. In its Information Statement and Annual 

Report for the fiscal year ended December 31, 2004, FHLMC revealed that it had identified material weaknesses 

relating to its internal controls and technology applications that affected its financial reporting systems. While 

FHLMC has restated its recent years’ financial statements to conform to GAAP, FNMA is currently in the process 

of restating its recent years’ financial statements and conforming its accounting processes to GAAP. Additionally, 

there has been ongoing concern expressed by critics and certain members of Congress over the size of the borrowing 

and purchasing activities of both companies and the impact they have on the U.S. economy. Congress has yet to 

make clear any legislative actions it plans to take to address these accounting issues and ongoing concerns. 

However, legislation may be enacted in the future that limits the size and scope of the activities of both FNMA and 

FHLMC and/or subjects these companies to further regulatory oversight.  

  
Commercial banks, savings and loan institutions, private mortgage insurance companies, mortgage bankers 

and other secondary market issuers also create pass-through pools of conventional residential mortgage loans. Such 
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issuers may be the originators and/or servicers of the underlying mortgage loans as well as the guarantors of the 

mortgage-related securities. Pools created by such non-governmental issuers generally offer a higher rate of interest 

than government and government-related pools because there are no direct or indirect government or agency 

guarantees of payments in the former pools. However, timely payment of interest and principal of these pools may 

be supported by various forms of insurance or guarantees, including individual loan, title, pool and hazard insurance 

and letters of credit, which may be issued by governmental entities or private insurers. Such insurance and 

guarantees and the creditworthiness of the issuers thereof will be considered in determining whether a mortgage-

related security meets a Fund’s investment quality standards. There can be no assurance that the private insurers or 

guarantors can meet their obligations under the insurance policies or guarantee arrangements. A Fund may buy 

mortgage-related securities without insurance or guarantees if, through an examination of the loan experience and 

practices of the originator/servicers and poolers. Although the market for such securities is becoming increasingly 

liquid, securities issued by certain private organizations may not be readily marketable. No Fund will purchase 

mortgage-related securities or any other assets which in the Fund’s investment advisor’s opinion are illiquid if, as a 

result, more than 15% of the value of the Fund’s net assets will be illiquid.  
  

In the case of privately issued mortgage-related securities, the assets underlying such securities may be 

represented by a portfolio of first lien residential mortgages (including both whole mortgage loans and mortgage 

participation interests) or portfolios of mortgage pass-through securities issued or guaranteed by GNMA, FNMA or 

FHLMC. Mortgage loans underlying a mortgage-related security may in turn be insured or guaranteed by the FHA 

or the VA. In the case of private issue mortgage-related securities whose underlying assets are neither U.S. 

Government securities nor U.S. Government-insured mortgages, to the extent that real properties securing such 

assets may be located in the same geographical region, the security may be subject to a greater risk of default than 

other comparable securities in the event of adverse economic, political or business developments that may affect 

such region and, ultimately, the ability of residential homeowners to make payments of principal and interest on the 

underlying mortgages.  
  

Collateralized Mortgage Obligations (CMOs). A CMO is a debt obligation of a legal entity that is 

collateralized by mortgages and divided into classes. Similar to a bond, interest and prepaid principal is paid, in most 

cases, on a monthly basis. CMOs may be collateralized by whole mortgage loans or private mortgage bonds, but are 

more typically collateralized by portfolios of mortgage pass-through securities guaranteed by GNMA, FHLMC, or 

FNMA, and their income streams.  
  

CMOs are structured into multiple classes, often referred to as “tranches,” with each class bearing a different 

stated maturity and entitled to a different schedule for payments of principal and interest, including pre-payments. 

Actual maturity and average life will depend upon the pre-payment experience of the collateral. In the case of 

certain CMOs (known as “sequential pay” CMOs), payments of principal received from the pool of underlying 

mortgages, including pre-payments, are applied to the classes of CMOs in the order of their respective final 

distribution dates. Thus, no payment of principal will be made on any class of sequential pay CMOs until all other 

classes having an earlier final distribution date have been paid in full.  
  

In a typical CMO transaction, a corporation (“issuer”) issues multiple series (e.g., A, B, C, Z) of CMO bonds 

(“Bonds”). Proceeds of the Bond offering are used to purchase mortgages or mortgage pass-through certificates 

(“Collateral”). The Collateral is pledged to a third party trustee as security for the Bonds. Principal and interest 

payments from the Collateral are used to pay principal on the Bonds in the order A, B, C, Z. The Series A, B, and C 

Bonds all bear current interest. Interest on the Series Z Bond is accrued and added to principal and a like amount is 

paid as principal on the Series A, B, or C Bond currently being paid off. When the Series A, B, and C Bonds are 

paid in full, interest and principal on the Series Z Bond begins to be paid currently. CMOs may be less liquid and 

may exhibit greater price volatility than other types of mortgage- or asset-backed securities.  
  

Commercial Mortgage-Backed Securities include securities that reflect an interest in, and are secured by, 

mortgage loans on commercial real property. The market for commercial mortgage-backed securities developed 

more recently and in terms of total outstanding principal amount of issues is relatively small compared to the market 

for residential single-family mortgage-backed securities. Many of the risks of investing in commercial mortgage-

backed securities reflect the risks of investing in the real estate securing the underlying mortgage loans. These risks 

reflect the effects of local and other economic conditions on real estate markets, the ability of tenants to make loan 
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payments, and the ability of a property to attract and retain tenants. Commercial mortgage-backed securities may be 

less liquid and exhibit greater price volatility than other types of mortgage- or asset-backed securities.  
  

Other Mortgage-Related Securities. Other mortgage-related securities include securities other than those 

described above that directly or indirectly represent a participation in, or are secured by and payable from, mortgage 

loans on real property, including mortgage dollar rolls, CMO residuals or stripped mortgage-backed securities 

(“SMBS”). Other mortgage-related securities may be equity or debt securities issued by agencies or instrumentalities 

of the U.S. Government or by private originators of, or investors in, mortgage loans, including savings and loan 

associations, homebuilders, mortgage banks, commercial banks, investment banks, partnerships, trusts and special 

purpose entities of the foregoing.  
  

CMO Residuals. CMO residuals are mortgage securities issued by agencies or instrumentalities of the U.S. 

Government or by private originators of, or investors in, mortgage loans, including savings and loan associations, 

homebuilders, mortgage banks, commercial banks, investment banks and special purpose entities of the foregoing.  
  

The cash flow generated by the mortgage assets underlying a series of CMOs is applied first to make required 

payments of principal and interest on the CMOs and second to pay the related administrative expenses and any 

management fee of the issuer. The residual in a CMO structure generally represents the interest in any excess cash 

flow remaining after making the foregoing payments. Each payment of such excess cash flow to a holder of the 

related CMO residual represents income and/or a return of capital. The amount of residual cash flow resulting from 

a CMO will depend on, among other things, the characteristics of the mortgage assets, the coupon rate of each class 

of CMO, prevailing interest rates, the amount of administrative expenses and the pre-payment experience on the 

mortgage assets. In particular, the yield to maturity on CMO residuals is extremely sensitive to pre-payments on the 

related underlying mortgage assets, in the same manner as an interest-only (“IO”) class of stripped mortgage-backed 

securities. See “Other Mortgage-Related Securities—Stripped Mortgage-Backed Securities.” In addition, if a series 

of a CMO includes a class that bears interest at an adjustable rate, the yield to maturity on the related CMO residual 

will also be extremely sensitive to changes in the level of the index upon which interest rate adjustments are based. 

As described below with respect to stripped mortgage-backed securities, in certain circumstances a Fund may fail to 

recoup fully its initial investment in a CMO residual.  

  

CMO residuals are generally purchased and sold by institutional investors through several investment banking 

firms acting as brokers or dealers. The CMO residual market has only very recently developed and CMO residuals 

currently may not have the liquidity of other more established securities trading in other markets. Transactions in 

CMO residuals are generally completed only after careful review of the characteristics of the securities in question. 

In addition, CMO residuals may, or pursuant to an exemption therefrom, may not have been registered under the 

Securities Act of 1933, as amended (the “1933 Act”). CMO residuals, whether or not registered under the 1933 Act, 

may be subject to certain restrictions on transferability, and may be deemed “illiquid” and subject to a Fund’s 

limitations on investment in illiquid securities.  

  

Adjustable Rate Mortgage Backed Securities. Adjustable rate mortgage-backed securities (ARMBSs) have 

interest rates that reset at periodic intervals. Acquiring ARMBSs permits a Fund to participate in increases in 

prevailing current interest rates through periodic adjustments in the coupons of mortgages underlying the pool on 

which ARMBSs are based. Such ARMBSs generally have higher current yield and lower price fluctuations than is 

the case with more traditional fixed income debt securities of comparable rating and maturity. In addition, when 

prepayments of principal are made on the underlying mortgages during periods of rising interest rates, a Fund can 

reinvest the proceeds of such prepayments at rates higher than those at which they were previously invested. 

Mortgages underlying most ARMBSs, however, have limits on the allowable annual or lifetime increases that can be 

made in the interest rate that the mortgagor pays. Therefore, if current interest rates rise above such limits over the 

period of the limitation, a Fund holding an ARMBS does not benefit from further increases in interest rates. 

Moreover, when interest rates are in excess of coupon rates (i.e., the rates being paid by mortgagors) of the 

mortgages, ARMBSs behave more like fixed income securities and less like adjustable rate securities and are subject 

to the risks associated with fixed income securities. In addition, during periods of rising interest rates, increases in 

the coupon rate of adjustable rate mortgages generally lag current market interest rates slightly, thereby creating the 

potential for capital depreciation on such securities.  
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Stripped Mortgage-Backed Securities. SMBS are derivative multi-class mortgage securities. SMBS may be 

issued by agencies or instrumentalities of the U.S. Government, or by private originators of, or investors in, 

mortgage loans, including savings and loan associations, mortgage banks, commercial banks, investment banks and 

special purpose entities of the foregoing.  

 

SMBS are usually structured with two classes that receive different proportions of the interest and principal 

distributions on a pool of mortgage assets. A common type of SMBS will have one class receiving some of the 

interest and most of the principal from the mortgage assets, while the other class will receive most of the interest and 

the remainder of the principal. In the most extreme case, one class will receive all of the interest (the “IO” class), 

while the other class will receive all of the principal (the principal-only or “PO” class). The yield to maturity on an 

IO class is extremely sensitive to the rate of principal payments (including pre-payments) on the related underlying 

mortgage assets, and a rapid rate of principal payments may have a material adverse effect on a Fund’s yield to 

maturity from these securities. If the underlying mortgage assets experience greater than anticipated pre-payments of 

principal, a Fund may fail to recoup some or all of its initial investment in these securities even if the security is in 

one of the highest rating categories.  

  

Although SMBS are purchased and sold by institutional investors through several investment banking firms 

acting as brokers or dealers, these securities were only recently developed. As a result, established trading markets 

have not yet developed and, accordingly, these securities may be deemed “illiquid” and subject to a Fund’s 

limitations on investment in illiquid securities.  

  

Collateralized Debt Obligations. A Fund may invest in collateralized debt obligations (“CDOs”), which 

includes collateralized bond obligations (“CBOs”), collateralized loan obligations (“CLOs”) and other similarly 

structured securities. CBOs and CLOs are types of asset-backed securities. A CBO is a trust which is backed by a 

diversified pool of high risk, below investment grade fixed income securities. A CLO is a trust typically 

collateralized by a pool of loans, which may include, among others, domestic and foreign senior secured loans, 

senior unsecured loans, and subordinate corporate loans, including loans that may be rated below investment grade 

or equivalent unrated loans. CDOs may charge management fees and administrative expenses.  

  

For both CBOs and CLOs, the cashflows from the trust are split into two or more portions, called tranches, 

varying in risk and yield. The riskiest portion is the “equity” tranche which bears the bulk of defaults from the bonds 

or loans in the trust and serves to protect the other, more senior tranches from default in all but the most severe 

circumstances. Since it is partially protected from defaults, a senior tranche from a CBO trust or CLO trust typically 

have higher ratings and lower yields than their underlying securities, and can be rated investment grade. Despite the 

protection from the equity tranche, CBO or CLO tranches can experience substantial losses due to actual defaults, 

increased sensitivity to defaults due to collateral default and disappearance of protecting tranches, market 

anticipation of defaults, as well as aversion to CBO or CLO securities as a class.  

  

The risks of an investment in a CDO depend largely on the type of the collateral securities and the class of the 

CDO in which a Fund invests. Normally, CBOs, CLOs and other CDOs are privately offered and sold, and thus, are 

not registered under the securities laws. As a result, investments in CDOs may be characterized by the Funds as 

illiquid securities, however an active dealer market may exist for CDOs allowing a CDO to qualify for Rule 144A 

transactions. In addition to the normal risks associated with fixed income securities discussed elsewhere in this SAI 

and the Funds’ Prospectuses (e.g., interest rate risk and default risk), CDOs carry additional risks including, but are 

not limited to: (i) the possibility that distributions from collateral securities will not be adequate to make interest or 

other payments; (ii) the quality of the collateral may decline in value or default; (iii)a Fund may invest in CDOs that 

are subordinate to other classes; and (iv) the complex structure of the security may not be fully understood at the 

time of investment and may produce disputes with the issuer or unexpected investment results.  

  

Other Asset-Backed Securities. Several types of asset-backed securities available included Certificates for 

Automobile Receivables/SM/ (“CARS/SM/”). CARS/SM/ represent undivided fractional interests in a trust whose 

assets consist of a pool of motor vehicle retail installment sales contracts and security interests in the vehicles 

securing the contracts. Payments of principal and interest on CARS/SM/ are passed through monthly to certificate 

holders, and are guaranteed up to certain amounts and for a certain time period by a letter of credit issued by a 

financial institution unaffiliated with the trustee or originator of the trust. An investor’s return on CARS/SM/ may be 

affected by early pre-payment of principal on the underlying vehicle sales contracts. If the letter of credit is 
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exhausted, the trust may be prevented from realizing the full amount due on a sales contract because of state law 

requirements and restrictions relating to foreclosure sales of vehicles and the obtaining of deficiency judgments 

following such sales or because of depreciation, damage or loss of a vehicle, the application of federal and state 

bankruptcy and insolvency laws, or other factors. As a result, certificate holders may experience delays in payments 

or losses if the letter of credit is exhausted.  

Mortgage Rolls. A Fund may enter into mortgage “dollar rolls” in which the Fund sells securities for delivery 

in the current month and simultaneously contracts with a counterparty to repurchase similar (same type, coupon and 

maturity) but not identical securities on a specified future date. A Fund loses the right to receive principal and 

interest paid on the securities sold. However, the Fund would benefit to the extent of any price received for the 

securities sold and the lower forward price for the future purchase (often referred to as the “drop”) plus the interest 

earned on the short-term investment awaiting the settlement date of the forward purchase. Unless such benefits 

exceed the income and gain or loss due to mortgage repayments that would have been realized on the securities sold 

as part of the mortgage roll, the use of this technique will diminish the investment performance of the Fund 

compared with what such performance would have been without the use of mortgage rolls. A Fund will hold and 

maintain in a segregated account until the settlement date cash or liquid assets in an amount equal to the forward 

purchase price. The benefits derived from the use of mortgage rolls may depend upon an investment advisor’s 

ability to predict correctly mortgage prepayments and interest rates. There is no assurance that mortgage rolls can be 

successfully employed. For financial reporting and tax purposes, some of the Funds treat mortgage rolls as a 

financing transaction. 

 

TEMPORARY DEFENSIVE OR INTERIM POSITIONS.   

 

Under market conditions when investments meeting the Giant 5 Total Investment System or the Giant 5 

Total Index System’s criteria are scarce, cash and cash reserves may represent a significant percentage of the Fund’s 

total net assets.  The Fund may invests its cash and cash reserves in foreign and domestic short-term obligations 

(such as Eurodollar and Yankee bank obligations, certificate of deposit, bankers’ acceptances, commercial paper) 

and money market funds. During times when the Fund holds a significant portion of its net assets in cash and cash 

reserves, it will not be investing according to its investment objective, and the Fund’s performance may be 

negatively affected as a result. Similarly, a Underlying Fund may depart from its investment strategies for temporary 

defensive purpose or to meet liquidity need. During such times, the Underlying Fund will not be investing in 

accordance with its investment objective and such Underlying Fund’s performance may be negatively affected as a 

result.    

 
U.S. GOVERNMENT OBLIGATIONS.  

 

 The Funds may invest in various types of U.S. Government obligations. U.S. Government obligations 

include securities issued or guaranteed as to principal and interest by the U.S. Government, its agencies or 

instrumentalities. Payment of principal and interest on U.S. Government obligations (i) may be backed by the full 

faith and credit of the United States (as with U.S. Treasury obligations and GNMA certificates) or (ii) may be 

backed solely by the issuing or guaranteeing agency or instrumentality itself (as with FNMA notes). In the latter 

case, the investor must look principally to the agency or instrumentality issuing or guaranteeing the obligation for 

ultimate repayment, which agency or instrumentality may be privately owned. There can be no assurance that the 

U.S. Government would provide financial support to its agencies or instrumentalities where it is not obligated to do 

so. As a general matter, the value of debt instruments, including U.S. Government obligations, declines when market 

interest rates increase and rises when market interest rates decrease. Certain types of U.S. Government obligations 

are subject to fluctuations in yield or value due to their structure or contract terms.  

 

OBLIGATIONS OF FOREIGN GOVERNMENTS, SUPRANATIONAL ENTITIES AND BANKS.  

 

The Funds may invest in U.S. dollar-denominated short-term obligations issued or guaranteed by one or more 

foreign governments or any of their political subdivisions, agencies or instrumentalities that are determined by the 

Fund’s investment advisor to be of comparable quality to the other obligations in which such Fund may invest. The 

Funds may also invest in debt obligations of supranational entities. Supranational entities include international 

organizations designated or supported by governmental entities to promote economic reconstruction or development 

and international banking institutions and related government agencies. Examples include the International Bank for 
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Reconstruction and Development (the World Bank), the European Coal and Steel Community, the Asian 

Development Bank and the InterAmerican Development Bank.  

 

The Funds may invest a portion of its total assets in high-quality, short-term (one year or less) debt obligations 

of foreign branches of U.S. banks or U.S. branches of foreign banks that are denominated in and pay interest in U.S. 

dollars.  

 

REPURCHASE AGREEMENTS.  

 

Repurchase agreements are transactions in which a Fund purchases a security from a bank or recognized 

securities dealer and simultaneously commits to resell that security to the bank or dealer at an agreed-upon price, 

date, and market rate of interest unrelated to the coupon rate or maturity of the purchased security. Repurchase 

agreements involve certain risks, such as default by, or insolvency of, the other party to the repurchase agreement. A 

Fund’s right to liquidate its collateral in the event of a default could involve certain costs, losses or delays. To the 

extent that the proceeds from any sale upon a default in the obligation to repurchase were less than the repurchase 

price, the Fund would suffer a loss. If the financial institution which is party to the repurchase agreement petitions 

for bankruptcy or otherwise becomes subject to bankruptcy or other liquidation proceedings, there may be 

restrictions on a Fund’s ability to sell the collateral and the portfolio fund could suffer a loss.  

 

REVERSE REPURCHASE AGREEMENTS  

 

A Fund may enter into reverse repurchase agreements. In a reverse repurchase agreement, the Fund will 

sell securities and receive cash proceeds, subject to its agreement to repurchase the securities at a later date for a 

fixed price reflecting a market rate of interest. There is a risk that the counter party to a reverse repurchase 

agreement will be unable or unwilling to complete the transaction as scheduled, which may result in losses to the 

Fund.  

 

FOREIGN DEPOSITARY RECEIPTS.  

 

 A Fund may invest in American Depositary Receipts (“ADRs”), European Depositary Receipts (“EDRs”) 

and Global Depositary Receipts (“GDRs”) of foreign issuers. 

 

ADRs, EDRs and GDRs may not necessarily be denominated in the same currency as the securities into 

which they may be converted. ADRs are receipts typically issued by a United States bank or trust company which 

evidence ownership of underlying securities issued by a foreign corporation. GDRs are receipts issued by either a 

U.S. or non-U.S. banking institution, that evidence ownership of underlying foreign securities, EDRs, which are 

sometimes referred to as Continental Depositary Receipts (“CDRs”), are receipts issued in Europe typically by non-

United States banks and trust companies that evidence ownership of either foreign or domestic securities. Generally, 

ADRs in registered form are designed for use in the United States securities markets and EDRs, CDRs and GDRs in 

bearer form are designed for use in Europe. A Fund may invest in ADRs, EDRs and CDRs through “sponsored” or 

“unsponsored” facilities. A sponsored facility is established jointly by the issuer of the underlying security and a 

depositary, whereas a depositary may establish an unsponsored facility without participation by the issuer of the 

deposited security. Holders of unsponsored depositary receipts generally bear all the costs of such facilities and the 

depositary of an unsponsored facility frequently is under no obligation to distribute shareholder communications 

received from the issuer of the deposited security or to pass through voting rights to the holders of such receipts in 

respect of the deposited securities.  

 

BANK OBLIGATIONS  

 

 A Fund may invest in bank obligations, including certificates of deposit, time deposits, bankers’ 

acceptances and other short-term obligations of domestic banks, foreign subsidiaries of domestic banks, foreign 

branches of domestic banks, and domestic and foreign branches of foreign banks, domestic savings and loan 

associations and other banking institutions.  

 

Certificates of deposit are negotiable certificates evidencing the obligation of a bank to repay funds deposited 

with it for a specified period of time.  
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Time deposits are nonnegotiable deposits maintained in a banking institution for a specified period of time at a 

stated interest rate. Time deposits which may be held by a Fund will not benefit from insurance from the Bank 

Insurance Fund or the Savings Association Insurance Fund administered by the Federal Deposit Insurance 

Corporation (the “FDIC”).  

 

Bankers’ acceptances are credit instruments evidencing the obligation of a bank to pay a draft drawn on it by a 

customer. These instruments reflect the obligation both of the bank and of the drawer to pay the face amount of the 

instrument upon maturity. The other short-term obligations may include uninsured, direct obligations, bearing fixed, 

floating or variable-interest rates.  

 

Domestic commercial banks organized under federal law are supervised and examined by the Comptroller of 

the Currency and are required to be members of the Federal Reserve System and to have their deposits insured by 

the FDIC. Domestic banks organized under state law are supervised and examined by state banking authorities but 

are members of the Federal Reserve System only if they elect to join. In addition, state banks whose certificates of 

deposit (“CDs”) may be purchased by a Fund are insured by the FDIC (although such insurance may not be of 

material benefit to the Fund, depending on the principal amount of the CDs of each bank held by the Fund) and are 

subject to federal examination and to a substantial body of federal law and regulation. As a result of federal or state 

laws and regulations, domestic branches of domestic banks whose CDs may be purchased by a Fund generally are 

required, among other things, to maintain specified levels of reserves, are limited in the amounts which they can 

loan to a single borrower and are subject to other regulations designed to promote financial soundness. However, not 

all of such laws and regulations apply to the foreign branches of domestic banks.  

 

Obligations of foreign branches of domestic banks, foreign subsidiaries of domestic banks and domestic 

branches of foreign banks, such as CDs and time deposits (“TDs”), may be general obligations of the parent banks in 

addition to the issuing branch, or may be limited by the terms of a specific obligation and/or governmental 

regulation. Such obligations are subject to different risks than are those of domestic banks. These risks include 

foreign economic and political developments, foreign governmental restrictions that may adversely affect payment 

of principal and interest on the obligations, foreign exchange controls and foreign withholding and other taxes on 

interest income. These foreign branches and subsidiaries are not necessarily subject to the same or similar regulatory 

requirements that apply to domestic banks, such as mandatory reserve requirements, loan limitations, and 

accounting, auditing and financial record keeping requirements. In addition, less information may be publicly 

available about a foreign branch of a domestic bank or about a foreign bank than about a domestic bank.  

 

Obligations of U.S. branches of foreign banks may be general obligations of the parent bank in addition to the 

issuing branch, or may be limited by the terms of a specific obligation or by federal or state regulation as well as 

governmental action in the country in which the foreign bank has its head office. A domestic branch of a foreign 

bank with assets in excess of $1 billion may be subject to reserve requirements imposed by the Federal Reserve 

System or by the state in which the branch is located if the branch is licensed in that state.  

 

In addition, federal branches licensed by the Comptroller of the Currency and branches licensed by certain 

states (“State Branches”) may be required to: (1) pledge to the appropriate regulatory authority, by depositing assets 

with a designated bank within the relevant state, a certain percentage of their assets as fixed from time to time by 

such regulatory authority; and (2) maintain assets within the relevant state in an amount equal to a specified 

percentage of the aggregate amount of liabilities of the foreign bank payable at or through all of its agencies or 

branches within the state. The deposits of federal and State Branches generally must be insured by the FDIC if such 

branches take deposits of less than $250,000.  

 

In view of the foregoing factors associated with the purchase of CDs and TDs issued by foreign branches of 

domestic banks, by foreign subsidiaries of domestic banks, by foreign branches of foreign banks or by domestic 

branches of foreign banks, INTRUST carefully evaluates such investments on a case-by-case basis.  

 

A Fund may purchase CDs issued by banks, savings and loan associations and similar thrift institutions with 

less than $1 billion in assets, provided that such institutions are members of the FDIC, and further provided such 

Fund purchases any such CD in a principal amount of not more than $250,000, which amount would be fully insured 
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by the Bank Insurance Fund or the Savings Association Insurance Fund administered by the FDIC. Interest 

payments on such a CD are not insured by the FDIC.  

 

COMMERCIAL PAPER AND SHORT-TERM CORPORATE DEBT INSTRUMENTS.  

 

 A Fund may invest in commercial paper (including variable amount master demand notes), which consists 

of short-term, unsecured promissory notes issued by corporations to finance short-term credit needs. Commercial 

paper is usually sold on a discount basis and has a maturity at the time of issuance not exceeding nine months. 

Variable amount master demand notes are demand obligations that permit the investment of fluctuating amounts at 

varying market rates of interest pursuant to arrangements between the issuer and a commercial bank acting as agent 

for the payee of such notes whereby both parties have the right to vary the amount of the outstanding indebtedness 

on the notes.  

 

 A Fund also may invest in nonconvertible corporate debt securities (e.g., bonds and debentures) with not 

more than one year remaining to maturity at the date of settlement.  

 

FLOATING- AND VARIABLE-RATE OBLIGATIONS. 

 

 A Fund may purchase floating- and variable-rate demand notes and bonds, which are obligations ordinarily 

having stated maturities in excess of 13 months, but which permit the holder to demand payment of principal at any 

time or at specified intervals not exceeding 13 months. Variable-rate demand notes include master demand notes, 

which are obligations that permit a 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 rates on these notes 

fluctuate from time to time. The issuer of such obligations ordinarily has a corresponding right, after a given period, 

to prepare in its discretion the outstanding principal amount of the obligations plus accrued interest upon a specified 

number of days’ notice to the holders of such obligations. The interest rate on a floating-rate demand obligation is 

based on a known lending rate, such as a bank’s prime rate, and is adjusted automatically at specified intervals. 

Frequently, such obligations are secured by letters of credit or other credit support arrangements provided by banks. 

Because these obligations are direct lending arrangements between the lender and borrower, it is not contemplated 

that such instruments generally will be traded. There generally is no established secondary market for these 

obligations, although they are redeemable at face value. Accordingly, where these obligations are not secured by 

letters of credit or other credit support arrangements, a 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 a Fund may invest in obligations which are not so rated only if the Fund’s investment advisor determines that at 

the time of investment the obligations are of comparable quality to the other obligations in which such Fund may 

invest. 

 

INVERSE FLOATING RATE OBLIGATIONS  

 

A Fund may invest in so-called "inverse floating rate obligations" or "residual interest bonds" or other 

obligations or certificates relating thereto structured to have similar features. In creating such an obligation, a 

municipality issues a certain amount of debt and pays a fixed interest rate. Half of the debt is issued as variable rate 

short term obligations, the interest rate of which is reset at short intervals, typically 35 days. The other half of the 

debt is issued as inverse floating rate obligations, the interest rate of which is calculated based on the difference 

between a multiple of (approximately two times) the interest paid by the issuer and the interest paid on the short-

term obligation. Under usual circumstances, the holder of the inverse floating rate obligation can generally purchase 

an equal principal amount of the short term obligation and link the two obligations in order to create long-term fixed 

rate bonds. Because the interest rate on the inverse floating rate obligation is determined by subtracting the short-

term rate from a fixed amount, the interest rate will decrease as the short-term rate increases and will increase as the 

short-term rate decreases. The magnitude of increases and decreases in the market value of inverse floating rate 

obligations may be approximately twice as large as the comparable change in the market value of an equal principal 

amount of long-term bonds which bear interest at the rate paid by the issuer and have similar credit quality, 

redemption and maturity provisions.  

 

INITIAL PUBLIC OFFERINGS ("IPOS") 
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A Fund may invest a portion of their assets in securities of companies offering shares in IPOs. IPOs may 

have a magnified performance impact on a Fund for as long as it has a small asset base. The impact of IPOs on a 

Fund's performance likely will decrease as the Fund's asset size increases, which could reduce the Fund's total 

returns. Because IPO shares frequently are volatile in price, a Fund may hold IPO shares for a very short period of 

time. This may increase the turnover of the Fund's portfolio and may lead to increased expenses for the Fund, such 

as commissions and transaction costs. By selling shares, a Fund may realize taxable gains they will subsequently 

distribute to shareholders (including the Giant 5 Funds). In addition, the market for IPO shares can be speculative 

and/or inactive for extended periods of time. The limited number of shares available for trading in some IPOs may 

make it more difficult for a Fund to buy or sell significant amounts of shares without an unfavorable impact on 

prevailing prices. Shareholders in IPO shares can be affected by substantial dilution in the value of their shares, by 

sales of additional shares and by concentration of control in existing management and principal shareholders.  

 

A Fund's investment in IPO shares may include the securities of unseasoned companies (companies with 

less than three years of continuous operations), which present risks considerably greater than common stocks of 

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

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

vulnerable to competition and changes in technology, markets and economic conditions. They may be more 

dependent on key managers and third parties and may have limited product lines.  

 

SHORT SALES 

 

Certain of the Underlying Funds may make short sales of securities. A short sale is a transaction in which a 

Fund sells a security it does not own in anticipation that the market price of that security will decline.  

 

When a Fund makes a short sale, it must borrow the security sold short and deliver it to the broker-dealer 

through which it made the short sale as collateral for its obligation to deliver the security upon conclusion of the 

sale. The Fund may have to pay a fee to borrow particular securities and is often obligated to pay over any accrued 

interest and dividends on such borrowed securities.  

  

If the price of the security sold short increases between the time of the short sale and the time and the Fund 

replaces the borrowed security, the Fund will incur a loss; conversely, if the price declines, the Fund will realize a 

capital gain. Any gain will be decreased, and any loss increased, by the transaction costs described above. The 

successful use of short selling may be adversely affected by imperfect correlation between movements in the price 

of the security sold short and the securities being hedged.  

  

To the extent that a Fund engages in short sales, it will provide collateral to the broker-dealer and (except in 

the case of short sales “against the box”) will maintain additional asset coverage in the form of segregated or 

“earmarked” assets determined to be liquid by the Fund’s investment advisor in accordance with procedures 

established by the board of directors or trustees. A short sale is “against the box” to the extent that the Fund 

contemporaneously owns, or has the right to obtain at no added cost, securities identical to those sold short.  

 

LEVERAGING TRANSACTIONS  

 

A Fund may engage in the types of transactions which involve "leverage" because in the Fund receives 

cash which it can invest in portfolio securities and has a future obligation to make a payment. The use of these 

transactions by the Fund will generally cause its net asset value to increase or decrease at a greater rate than would 

otherwise be the case. Any investment income or gains earned from the portfolio securities purchased with the 

proceeds from these transactions which is in excess of the expenses associated from these transactions can be 

expected to cause the value of the Fund's shares and distributions on the Fund's shares to rise more quickly than 

would otherwise be the case. Conversely, if the investment income or gains earned from the portfolio securities 

purchased with proceeds from these transactions fail to cover the expenses associated with these transactions, the 

value of the Fund's shares is likely to decrease more quickly than otherwise would be the case and distributions 

thereon will be reduced or eliminated. Hence, these transactions are speculative, involve leverage and increase the 

risk of owning or investing in the shares of the Fund. These transactions also increase the Fund's expenses because 

of interest and similar payments and administrative expenses associated with them. Unless the appreciation and 

income on assets purchased with proceeds from these transactions exceed the costs associated with them, the use of 
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these transactions by a Fund would diminish the investment performance of the Fund compared with what it would 

have been without using these transactions.  

 

LOAN PARTICIPATIONS  

  

Certain Funds may purchase participations in commercial loans. Such indebtedness may be secured or 

unsecured. Loan participations typically represent direct participation in a loan to a corporate borrower, and 

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

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

assumes the credit risk associated with the corporate borrower and may assume the credit risk associated with an 

interposed bank or other financial intermediary. The participation interests in which a Fund intends to invest may 

not be rated by any nationally recognized rating service.  

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

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

collection of principal and interest payments from the corporate borrower and the apportionment of these payments 

to the credit of all institutions which are parties to the loan agreement. Unless, under the terms of the loan or other 

indebtedness, a Fund has direct recourse against the corporate borrower, the Fund may have to rely on the agent 

bank or other financial intermediary to apply appropriate credit remedies against a corporate borrower.  
  

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

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

terminated agent bank, and assets held by the agent bank under the loan agreement should remain available to 

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

be subject to the claims of the agent bank’s general creditors, the Fund might incur certain costs and delays in 

realizing payment on a loan or loan participation and could suffer a loss of principal and/or interest. In situations 

involving other interposed financial institutions (e.g., an insurance company or governmental agency) similar risks 

may arise.  
  

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

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

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

secured offer a Fund more protection than an unsecured loan in the event of non-payment of scheduled interest or 

principal. However, there is no assurance that the liquidation of collateral from a secured loan would satisfy the 

corporate borrower’s obligation, or that the collateral can be liquidated.  
  

A Fund may invest in loan participations with credit quality comparable to that of issuers of its securities 

investments. Indebtedness of companies whose creditworthiness is poor involves substantially greater risks, and may 

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

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

substantial risk of losing the entire amount invested.  
  

In the case of loan participations where a bank or other lending institution serves as a financial intermediary 

between a Fund and the corporate borrower, if the participation does not shift to the Fund the direct debtor-creditor 

relationship with the corporate borrower, SEC interpretations require the Fund to treat both the lending bank or other 

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

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

indebtedness may restrict a Funds’ ability to invest in indebtedness related to a single financial intermediary, or a 

group of intermediaries engaged in the same industry, even if the underlying borrowers represent many different 

companies and industries.  
  

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

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

Consequently, some indebtedness may be difficult or impossible to dispose of readily at a fair price. In addition, 

valuation of illiquid indebtedness involves a greater degree of judgment in determining a Fund’s net asset value than 
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if that value were based on available market quotations, and could result in significant variations in the Fund’s daily 

share price. At the same time, some loan interests are traded among certain financial institutions and accordingly 

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

is expected to improve. In addition, indebtedness for which there is no readily available market may be treated by a 

Fund as illiquid for purposes of the Funds’ limitation on illiquid investments. Investments in loan participations are 

generally considered to be debt obligations for purposes of the restriction relating to lending of funds or assets by a 

Fund.  

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

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

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

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

lender. It is unclear whether loans and other forms of direct indebtedness offer securities law protections against 

fraud and misrepresentation.  

 
DELAYED FUNDING LOANS AND REVOLVING CREDIT FACILITIES  
  

A Fund may enter into, or acquire participations in, delayed funding loans and revolving credit facilities. 

Delayed funding loans and revolving credit facilities are borrowing arrangements in which the lender agrees to make 

loans up to a maximum amount upon demand by the borrower during a specified term. A revolving credit facility 

differs from a delayed funding loan in that as the borrower repays the loan, an amount equal to the repayment may 

be borrowed again during the term of the revolving credit facility. Delayed funding loans and revolving credit 

facilities usually provide for floating or variable rates of interest. These commitments may have the effect of 

requiring a Fund to increase its investment in a company at a time when it might not otherwise decide to do so 

(including at a time when the company’s financial condition makes it unlikely that such amounts will be repaid). To 

the extent that a Fund is committed to advance additional funds, it will at all times segregate or “earmark” assets, 

determined to be liquid by the Fund’s investment advisor in accordance with procedures established by the board of 

directors or trustees, in an amount sufficient to meet such commitments.  
  

A Fund may invest in delayed funding loans and revolving credit facilities with credit quality comparable to 

that of issuers of its securities investments. Delayed funding loans and revolving credit facilities may be subject to 

restrictions on transfer, and only limited opportunities may exist to resell such instruments. As a result, a Fund may 

be unable to sell such investments at an opportune time or may have to resell them at less than fair market value. 

Funds generally treat delayed funding loans and revolving credit facilities for which there is no readily available 

market as illiquid for purposes of a Fund’s limitation on illiquid investments. For a further discussion of the risks 

involved in investing in Loan Participations and other forms of direct indebtedness see “Loan Participations.” 

Participation interests in revolving credit facilities will be subject to the limitations discussed in “Loan 

Participations.” Delayed funding loans and revolving credit facilities are considered to be debt obligations for 

purposes of a Fund’s investment restriction relating to the lending of funds or assets.  

 

PARTICIPATION ON CREDITORS COMMITTEES  
  

A Fund may from time to time participate on committees formed by creditors to negotiate with the 

management of financially troubled issuers of securities held by the Fund. Such participation may subject a Fund to 

expenses such as legal fees and may make a Fund an “insider” of the issuer for purposes of the federal securities 

laws, and therefore may restrict such Fund’s ability to trade in or acquire additional positions in a particular security 

when it might otherwise desire to do so. Participation by a Fund on such committees also may expose the Fund to 

potential liabilities under the federal bankruptcy laws or other laws governing the rights of creditors and debtors.  
 

EVENT-LINKED EXPOSURE  
  

Certain Funds may obtain event-linked exposure by investing in “event-linked bonds” or “event-linked 

swaps,” or implement “event-linked strategies.” Event-linked exposure results in gains that typically are contingent 

on the non-occurrence of a specific “trigger” event, such as a hurricane, earthquake, or other physical or weather-

related phenomena. Some event-linked bonds are commonly referred to as “catastrophe bonds.” They may be issued 
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by government agencies, insurance companies, reinsurers, special purpose corporations or other on-shore or off-

shore entities (such special purpose entities are created to accomplish a narrow and well-defined objective, such as 

the issuance of a note in connection with a reinsurance transaction). If a trigger event causes losses exceeding a 

specific amount in the geographic region and time period specified in a bond, a Fund investing in the bond may lose 

a portion or all of its principal invested in the bond. If no trigger event occurs, the Fund will recover its principal 

plus interest. For some event-linked bonds, the trigger event or losses may be based on company-wide losses, index-

portfolio losses, industry indices, or readings of scientific instruments rather than specified actual losses. Often the 

event-linked bonds provide for extensions of maturity that are mandatory, or optional at the discretion of the issuer, 

in order to process and audit loss claims in those cases where a trigger event has, or possibly has, occurred. An 

extension of maturity may increase volatility. In addition to the specified trigger events, event-linked bonds may 

also expose the Fund to certain unanticipated risks including but not limited to issuer risk, credit risk, counterparty 

risk, adverse regulatory or jurisdictional interpretations, and adverse tax consequences.  
  

Event-linked bonds are a relatively new type of financial instrument. As such, there is no significant trading 

history of these securities, and there can be no assurance that a liquid market in these instruments will develop. See 

“Restricted Securities” below. Lack of a liquid market may impose the risk of higher transaction costs and the 

possibility that a Fund may be forced to liquidate positions when it would not be advantageous to do so.  
 

 

PORTFOLIO TURNOVER 

 

 Changes may be made in the portfolio consistent with the investment objectives and policies of the Funds 

whenever such changes are believed to be in the best interests of the Funds and their shareholders. The portfolio 

turnover rate is calculated by dividing the lesser of purchases or sales of portfolio securities by the average monthly 

value of the Fund’s portfolio securities. For purposes of this calculation, portfolio securities exclude all securities 

having a maturity when purchased of one year or less. The Funds’ expected annual portfolio turnover rate is 50%. 

 

 

DISCLOSURE OF PORTFOLIO HOLDINGS INFORMATION 

 

The Board of Trustees of the Trust has adopted policies and procedures for the Trust relating to disclosure 

of the Funds’ portfolio securities (the “Policy”). The Policy is designed to ensure disclosure of holdings information 

where necessary to the Trust’s operation or useful to each Fund’s shareholders without compromising the integrity 

or performance of the Fund. 

 

Pursuant to applicable law, each Fund is required to disclose its complete portfolio holdings quarterly, within 

60 days of the end of each fiscal quarter. Each Fund will disclose a complete schedule of investments in each Semi-

Annual Report and Annual Report to Shareholders or, following the first and third fiscal quarters, in quarterly 

holdings reports filed with the SEC on Form N-Q. Semi-Annual and Annual Reports are available free of charge 

electronically or, if requested by a shareholder, in paper form. Quarterly holdings reports filed with the SEC on 

Form N-Q are available, free of charge, on the EDGAR database on the SEC’s website at www.sec.gov or on the 

Advisor’s website (www.Giant5.com). 

The Advisor’s website also provides information about each Fund’s top 10 holdings, sector holdings and 

other characteristics data as of the end of the each calendar quarter. This information on the website is provided with 

a lag of at least 60 days and is available until updated as of the next fiscal quarter. The information on the Advisor’s 

website is publicly available to all categories of persons. 

The Trust or the Advisor may share non-public holdings information of a Fund sooner than 60 days of the end 

of each fiscal quarter with the Advisor and other service providers to the Trust (including the Trust’s custodian, 

administrator, fund accountant, financing agents, pricing services and certain others (such as, auditors, proxy voting 

services and securities lending agents) necessary for the Funds’ day-to-day operations). In addition, the Trust may 

share non-public holdings information with mutual fund ranking and rating services, including Morningstar, Lipper, 

and Bloomberg. These service providers and other entities owe contractual, fiduciary, or other legal duties of 

confidentiality to the Trust or the Advisor that foster reasonable expectations that holdings information will not be 

http://www.sec.gov/
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misused. The Trust’s Officers may authorize disclosure of the Trust’s holdings portfolio information to service 

providers where such service provider needs information to fulfill its duties. 

The Trust may also disclose information about portfolio holdings to mutual fund evaluation services that 

agree not to disclose the information to third parties and that enter into a Confidentiality Agreement. Such 

Confidentiality Agreement provides, among other things, that non-public portfolio holdings information will be kept 

confidential and that such information will be used solely for the purpose of analysis and evaluation of the portfolio. 

Disclosures may be made to other third parties under a Confidentiality Agreement satisfactory to fund counsel and 

the Chief Compliance Officer (“CCO”). The Confidentiality Agreement prohibits anyone in possession of non-

public holdings information from purchasing or selling securities based on such information, or from disclosing such 

information to other persons, except for those who are actually engaged in, and need to know, such information to 

perform services for the portfolio. 

No compensation or other consideration is paid to or received by any party in connection with the disclosure 

of holdings information, including the Trust, the Advisor and its affiliates. 

Pursuant to the Policy, the CCO may authorize exceptions and allow disclosures under other circumstances he 

or she deems appropriate. In addition, the Fund may disclose their holdings, as appropriate, in conformity with the 

foregoing principles. Compliance with the Policy (including the use of the portfolio holdings information) will be 

monitored by the CCO or his or her designee on a regular basis, and any violations constituting a “Material 

Compliance Matter” as defined under Rule 38a-1 of the 1940 Act will be reported by the CCO to the Boards of 

Trustees. 

 

MANAGEMENT 
 

Board of Trustees Responsibilities. The management and affairs of the Trust and each of the Funds are supervised 

by the Board under the laws of the State of Delaware. The Board is responsible for overseeing each of the Funds. 

The Trustees have approved contracts, as described above, under which certain companies provide essential 

management services to the Trust. 

Trustees and Officers. The names of the Trustees of the Trust, their addresses, ages/date of birth, positions, principal 

occupation(s) during the past five years, number of portfolios in the fund complex overseen, and other directorships 

held by each Trustee are set forth below. 

  

Name, Address and 

Age/Date of Birth 

Position(s) 

Held  

with Fund 

Term of Office  

and Length of  

Time Served 

Principal Occupation(s) 

During Past 5 Years 

Portfolios in  

Fund  

Complex  

Overseen by  

Trustee 

Other 

Trusteeships 

Held by 

 Trustee 

Non-Interested Trustees      

Lance J. Baller 

128 South Tejon Street 

Suite 150 

Colorado Springs, CO 

80903 

Date of Birth: 2/1/74 

Trustee 

 

Indefinite; since 

January 18, 2006  
Managing Partner, Shoreline Equity 

Partners, Inc., a merger and 

acquisition consulting company 

(2004 to present); Managing Partner 

and Portfolio Manager, Elevation 

Capital Management, LLC (2005 to 

present); Co-Chairman, Eagle: XM, 

a marketing company (2005 to 

2008); President, Ultimate 

Investments Corporation, Inc., a 

Colorado company (1993 to 

present); President, Baller 

Enterprises, Inc., a Colorado 

company (2004 to present). 

2 Co-

Chairman, 

Eagle: XM; 

Director, 

Iofina PLC; 

Vice 

Chairman, 

NetAds 

Internationa

l, Inc. 

Eric Scot Griffin 

128 South Tejon Street 

Suite 150 

Trustee Indefinite; since 

January 18, 2006 
Owner and Project Manager of a 

PD-17 Subdivision real estate 

development project (2000 to 2009); 

2  None 
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Colorado Springs, CO 

80903 

 

Date of Birth: 8/14/65 

Owner and Executive Director, Pure 

Ocean Pacific, LLC, sea water based 

crop amendment products (2005 to 

present). 

Kevin J. Trigueiro 

128 South Tejon Street 

Suite 150 

Colorado Springs, CO 

80903 

Date of Birth: 8/23/66 

 

Trustee Indefinite; since 

January 18, 2006  
Broker/Owner, The 2 None Kastle 

Group, LLC (2006 to present); 

Broker Associate, RE/MAX 

Properties, Inc. (2003 to 2006). 

2  None 

Interested Trustees      

Michael Willis 

128 South Tejon Street,  

Suite 150 

Colorado Springs, CO 

80903   

Date of Birth: 5/11/66 

Trustee Indefinite; since 

January 18, 

2006   

President of The Willis Group, Inc. 

(2004 to present).  

2  None 

 

* Mr. Willis may be deemed an "interested person" of the Trust as that term is defined in the 1940 Act because of his 

ownership and control, and service as an officer and employee of the Advisor. 

    
 

 

The names of the officers, their addresses, ages, position(s) held with the Trust, and principal occupation(s) during 

the past five years are described in the table below.  

  

Name, Address and 

Age/Date of Birth 

Position(s) 

Held  

with Fund 

Term of Office  

and Length of  

Time Served Principal Occupation(s) During Past 5 Years 

 

 

   

Michael Willis 

128 South Tejon Street, 

Suite 150 

Colorado Springs, CO 

80903 

Date of Birth: 5/11/66 

President, 

Treasurer and 

Secretary 

Indefinite, 

Since January 

18, 2006 

(President), 

since 

November 25, 

2009 (Treasurer 

and Secretary). 

President of The Willis Group, Inc. (2004 to present). 

    

LuAnn Hanson 

128 South Tejon Street, 

Suite 150 

Colorado Springs, CO 

80903 

Date of Birth: 11/13/59 

Chief 

Compliance 

Officer  

Indefinite; 

since July 2, 

2007 

Chief Financial Officer and Vice President of Finance, 

Celis Semiconductor Corporation (2005 to present). 

 

    

    
    

 

The Board believes that the significance of each Trustee’s experience, qualifications, attributes or skills is 

an individual matter (meaning that experience that is important for one Trustee may not have the same value for 

another) and that these factors are best evaluated at the Board level, with no single Trustee, or particular factor, 

being indicative of the Board’s effectiveness.  The Board determined that each of the Trustees is qualified to serve 

as a Trustee of the Funds based on a review of the experience, qualifications, attributes and skills of each Trustee.  
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In reaching this determination, the Board has considered a variety of criteria, including, among other things: 

character and integrity; ability to review critically, evaluate, question and discuss information provided, to exercise 

effective business judgment in protecting shareholder interests and to interact effectively with the other Trustees, the 

Advisor, other service providers, counsel and the independent registered accounting firm (“independent auditors”); 

and willingness and ability to commit the time necessary to perform the duties of a Trustee.  Each Trustee’s ability 

to perform his duties effectively is evidenced by his experience or achievements in the following areas:  

management or board experience in the investment management industry or companies or organizations in other 

fields, entrepreneurial experience, educational background and professional training; and experience as a Trustee of 

the Funds.  Information as of June 30, 2010 discussing the specific experience, skills, attributes and qualifications of 

each Trustee which led to the Board’s determination that the Trustee should serve in this capacity is provided below.  

 

Michael Willis. Mr. Willis is president and lead portfolio manager of The Willis Group, Inc., the Funds’ investment 

advisor. Mr. Willis is the author and creator of Consumption-based Fundamental Asset Allocation, a new generation of asset 

allocation methodologies built around investor fundamentals.  Mr. Willis believes that people save and invest money for one 

primary purpose—the capability to meet their future spending needs and desired quality of life.  Therefore, he believes that 

investment portfolios should be based on spending—not style boxes—to be relevant to investors’ lives.  Mr. Willis has a 

born ability to see through clutter to the heart of the matter.  This clear vision gives him the ability to capture 

opportunities and provide direction to the people he leads. He uses his ability to innovate logical and simple 

solutions to complex problems.  Mr. Willis’s passion for truth and freedom drives him to create systems that have 

the potential to simplify and transform lives. 

Lance J. Baller.  Mr. Baller has actively served on the investment committees, audit committees, committees on 

corporate governance, compensation and benefits committees, executive committees, finance committees, 

committees on public policy and social responsibility, and on the board of directors of companies in Asia, Europe 

and United States for over 15 years.  Mr. Baller brings international exposure to the Board of Giant 5 as being the 

former Finance Director and current Chief Executive Officer of Iofina plc, a company registered in England and 

Wales.  Mr. Baller has a deep background in the investment community, ranging from fundraising to being a hedge 

fund manager of the Elevation Fund.  Mr. Baller contributes his strong knowledge of corporate governance to the 

Giant 5 Board. 

 

Eric Scot Griffin. Mr. Griffin has served on the Giant 5 Board with an emphasis on program administration, 

continued education and solid team building success.  He has earned a four year degree in Administration and used 

it to assist in county-wide activities.  He also holds a second Bachelors degree and teaching credential, as well as a 

Masters degree in Educational Leadership and Administration with an emphasis in Motivational Constructs has 

provided a foundation for no less than 18 years of exceptional relationships.  Mr. Griffin has the ability to recognize 

the unique gifts and talents in people and place them in positions that best serve the mission.  He has also 

demonstrated his qualifications in city planning by leading, from application to four year final map completion, of a 

PD-17 twelve lot subdivision, of which he is the owner/developer.  Mr. Griffin also has five years of experience in 

the private business sector, as the Executive Director and Owner of Pure Ocean Pacific, LLC.  In addition, his 

research and development of a completely organic crop amendment - sea water based solution - is not only changing 

how conventional growers farm, but assisting organic and sustainable farms in providing element rich food.  Mr. 

Griffin continues to enthusiastically contribute his experience to examine the marketplace strategies that Giant 5 has 

implemented and sustained.  Mr. Griffin has the experience and desire to help execute Giant 5's vision into success. 

 

Kevin J. Triguerio.Mr. Triguerio brings to the Giant 5 Board almost two decades of service representing the 

nonprofit and real estate sectors.  He has worked for a multinational nonprofit organization with a budget in excess 

of $100 million.  In addition, he contributed to annual real estate sales topping $1 billion.  He has since formed a 

private real estate company, while continuing to consult with small businesses on various internet and marketing 

initiatives.  He has been a ground floor contributor to formulating and codifying the Giant 5 message.  He provides 

big picture vision, tactical insight and common sense marketing and marketplace experience to keep the fund 

focused on executing the vision. 

Specific details regarding each Trustee’s principal occupations during the past five years are included in the 

table above. The summaries set forth above as to the experience, qualifications, attributes and/or skills of the 

Trustees do not constitute holding out the Board or any Trustee as having any special expertise or experience, and 
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do not impose any greater responsibility or liability on any such person or on the Board as a whole than would 

otherwise be the case. 

 

Board Composition and Leadership Structure 

The Board consists of four individuals, one of whom is an Interested Trustee.  The Chairman of the Board, 

Mr. Willis, is the Interested Trustee and is the President, Treasurer and Secretary of the Funds and the President of 

the Advisor.  The Board has does not have a lead independent trustee. 

 

The Board believes that its structure facilitates the orderly and efficient flow of information to the Trustees 

from the Advisor and other service providers with respect to services provided to the Funds, potential conflicts of 

interest that could arise from these relationships and other risks that the Funds may face.  The Board further believes 

that its structure allows all of the Trustees to participate in the full range of the Board’s oversight responsibilities.  

The Board believes that the orderly and efficient flow of information and the ability to bring each Trustee’s talents 

to bear in overseeing the Funds’ operations is important, in light of the size and complexity of the Funds and the 

risks that the Funds face.  The Board and its committees review their structure regularly, to help ensure that it 

remains appropriate as the business and operations of the Funds and the environment in which the Funds operate 

changes.  

 

Currently, the Board has an Audit Committee, a Valuation Committee and a Nominating and Governance 

Committee. The responsibilities of each committee and its members are described below. 

 

 

Trustee Share Ownership 

 

The following tables provide the dollar range of equity securities beneficially owned by the Board on December 31, 

2010. 

 

Independent Trustees 

 

Dollar Range of Securities in the Fund 

Fund Lance J. Baller Eric Scot Griffin Kevin J. Trigueiro 

Giant 5 Total 

Investment System 
none none none 

Giant 5 Total Index 

System 
none none none 

Aggregate none none none 

 

Interested Trustees 

 

Dollar Range of Securities in the Fund 

Fund Michael Willis 

Giant 5 Total Investment System $0 

Giant 5 Total Index System $0 

Aggregate $0 

 

The Board has established an Audit Committee, a Valuation Committee and a Nomination and Governance 

Committee. 

 

The Audit Committee consists of Lance J. Baller, Eric Scot Griffin and Kevin Trigueiro.  The members of the 

committee are not “interested persons” of the Trust as defined by the 1940 Act (“Independent Trustees”).  The 

primary purpose of the Audit Committee is to oversee the accounting and financial reporting policies, practices and 

internal controls of the Trusts. The Audit Committee is currently chaired by Lance J. Baller. The audit committee (i) 

recommends to the Board of Trustees the selection, retention and compensation of an independent public accounting 

firm; (ii) annually reviews the scope of the proposed audit, the audit  procedures to be utilized and the proposed 
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audit fees; (iii) reviews the results of the annual audit with the independent auditors; (iv) reviews the annual 

financial statements of the Fund with management and the independent auditors; and (v) reviews the adequacy and 

effectiveness of internal controls and procedures with management and the independent auditors.  

 

            The Valuation Committee includes at least one of the Independent Trustees of the Trust elected by the Board 

of Trustees and representatives from the Advisor and UMB Fund Services, Inc. The Valuation Committee is 

currently chaired by Lance J. Baller . The purpose of the Valuation Committee is to oversee the implementation of 

the Fund's valuation procedures and to make fair value determinations on behalf of the Board of Trustees as 

specified in the Fund's Valuation Procedures.  

 

The Trust also has a Nominating and Governance Committee that is comprised of the Independent Trustees. 
This committee (i) makes nominations for trustee membership on the Board; (ii) evaluates on a periodic basis the 

operations and  effectiveness of the Board as a whole; (iii) periodically reviews the composition of the Board to 

determine whether it may be appropriate to add individuals with different backgrounds or skills from those already 

on the Board; (iv) periodically reviews Board governance procedures and shall recommend any appropriate changes 

to the full Board; and (v) periodically reviews trustee compensation and shall recommend any appropriate changes 

to the Board as a group. The committee does not consider nominees recommended by shareholders. 

 

Board’s Role in Risk Oversight of the Fund 

 

The Board oversees risk management for the Funds directly and, as to certain matters, through its 

committees.  The Board exercises its oversight in this regard primarily through requesting and receiving reports 

from and otherwise working with the Funds’ senior officers (including, Mr. Willis and the Funds’ Chief Compliance 

Officer), the Fund’s independent auditors, legal counsel and personnel from the Funds’ other service providers.  The 

Board has adopted, on behalf of the Funds, and periodically reviews with the assistance of the Fund’s Chief 

Compliance Officer, policies and procedures designed to address certain risks associated with the Funds’ activities.  

In addition, the Advisor and the Funds’ other service providers also have adopted policies, processes and procedures 

designed to identify, assess and manage certain risks associated with the Funds’ activities, and the Board receives 

reports from service providers with respect to the operation of these policies, processes and procedures as required 

and/or as the Board deems appropriate.  The Board does not believe that a separate Risk Oversight Committee is 

necessary for effective risk oversight at this time, but intends to continuously evaluate how it assesses risk and will 

consider again in the future whether any changes to their current structure are prudent. 

 

 

Trustee Compensation* 

 

 The following table provides the total fees paid to Trustees by each Fund for the fiscal year ended March 31, 

2011. 

 

Name of Trustee 

Aggregate 

Compensation from 

the Giant 5 Total 

Investment System 

Aggregate 

Compensation from 

the Giant 5 Total 

Index System 

Total Compensation 

from Fund and Fund 

Complex Paid to 

Trustees 

Independent Trustees:     

Lance J. Baller $201.22 $170.06 $371.28 

Eric Scot Griffin $201.22 $170.06 $371.28 

Kevin J. Trigueiro $201.22 $170.06 $371.28 

Interested Trustees:    

Michael Willis $0 $0 $0 

 

*Trustees of the Trust not affiliated with the Advisor or Distributor received from the Trust an annual retainer of 1/3 

of 1 basis point of the average annual assets under management, paid annually. Trustees who are affiliated with the 

Advisor or the Distributor do not receive compensation from the Trust.  All Trustees (Interested and Independent) 

are reimbursed for all out-of-pocket expenses (e.g. travel and lodging) relating to attendance at such meetings.  The 
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Trust has not adopted any pension or retirement plans for the Officers or Trustees of the Trust.  Therefore, there 

have been no currently estimated annual benefits upon retirement. 

 

Except for the Chief Compliance Officer, none of the officers receive compensation from the Trust for their 

services. 

  

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES 

 

 As of June 30, 2011, the Trust is aware that the following shareholders owned of record 5% or more of the 

outstanding shares of the funds: 

 

GIANT 5 TOTAL INVESTMENT SYSTEM 

 

TD Ameritrade, Omaha, NE, 62.2%; The Joy and Payne Charitable Remainder Trust IV, Atascadero, CA, 13.1%. 

 

 

 

GIANT 5 TOTAL INDEX SYSTEM 

 

TD Ameritrade Omaha, NE, 66.3% The Joy and Payne Charitable Remainder Trust IV, Atascadero, CA, 15.0%. 

 

*Known to the Trust to be beneficial owners. The beneficial ownership, either directly, or indirectly, of more than 

25% of the voting securities creates a presumption of control of the Funds, under Section 2(a)(9) of the 1940 Act. 

 

As of June 30, 2011, the Trustees and Officers of the funds, as a group, beneficially owned less than 1% of the 

outstanding shares of each Fund. 

 

CODE OF ETHICS 

 

 The Trust, the Advisor and the Distributor each have adopted a code of ethics, as required by applicable 

law, which is designed to prevent affiliated persons of the Trust, the Advisor and the Distributor from engaging in 

deceptive, manipulative, or fraudulent activities in connection with securities held or to be acquired by the Funds 

(which may also be held by persons subject to a code). Such persons are prohibited from effecting certain 

transactions, allowed to effect certain exempt transactions, required to preclear certain transactions and to report 

certain transactions on a regular basis. 

 

INVESTMENT ADVISOR TO THE FUNDS  
 

 The Willis Group, Inc. (the “Advisor”) serves as investment advisor to the each Fund pursuant to an 

investment advisory contract (the “Investment Advisory Agreement”). The Advisor is located at 128 South Tejon 

Street, Suite 150, Colorado Springs, Colorado 80903. The Advisor is wholly-owned and controlled by Michael 

Willis, an interested Trustee of the Trust and the portfolio manager of each Fund. Mr. Willis also serves as 

Chairman and President of the Advisor. As of January 18, 2006, the Advisor had no non-discretionary management 

authority with respect to private account assets under management.   

  

Under the terms of the Investment Advisory Agreement for the Funds, the Advisor serves as the investment 

advisor and makes the investment decisions for each of the Funds and continuously reviews, supervises and 

administers the investment program of each Fund, subject to the supervision of, and policies established by, the 

Trustees of the Trust. Under the terms of the Investment Advisory Agreement for the Funds, the investment advisory 

services of the Advisor are not exclusive. The Advisor is free to render investment advisory services to others.  

 

For its services, the Advisor is entitled to a fee from each Fund, computed daily and paid monthly, equal on 

an annual basis to 0.67% of the Fund’s average daily net assets as described in the Prospectuses.  For the fiscal years 

ended March 31, 2011, March 31, 2010 and the March 31, 2009, the Advisor earned the following amounts: 
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Fund 

Fiscal Year 

Ended  

March 31, 2011 

Fiscal Year 

Ended 

March 31, 2010 

Fiscal Year 

Ended 

March 31, 2009 

 

Giant 5 Total Investment 

System 
$123,345 $116,051 $153,773  

Giant 5 Total Index 

System 
$104,656 $96,873 $114,748  

 

 The Investment Advisory Agreements for the Funds continue from year to year so long as such continuance 

is approved annually (i) by the holders of a majority of the outstanding voting securities of the Funds or by the 

Board of Trustees and (ii) by a majority of the Trustees who are not parties to such Investment Advisory Agreement 

or “interested persons” (as defined in the 1940 Act) of any such party. The Investment Advisory Agreement may be 

terminated without penalty by vote of the Trustees or the shareholders of the Funds, or by the Advisor, on 60 days’ 

written notice by either party to the Investment Advisory Agreement and will terminate automatically if assigned. 

 

A discussion regarding the basis for the Board of Trustees approval of the Investment Advisory Agreement 

with the Trust is available in the Funds’ annual report to shareholders for the period ended March 31, 2011. 

 

 

PORTFOLIO MANAGEMENT INFORMATION 

 

Michael Willis is responsible for the day-to-day management of the Funds.  The Prospectuses contains 

information about Mr. Willis and his management of the Funds. The sections below contain certain additional 

information about his compensation, his management of other accounts, and potential conflicts of interest. 

Management of Other Accounts. As of March 31, 2011, Mr. Willis was  primarily responsible for the day-to-day 

management of  other accounts, as set forth in the table below. 

The table below shows the number of other accounts managed by Mr. Willis, if any, and the total assets in the 

accounts in each of the following categories: registered investment companies, other pooled investment vehicles and 

other accounts. For each category, the table also shows the number of accounts and the total assets in the accounts 

with respect to which the advisory fee is based on account performance, if any.  

 

  Other Accounts Managed / Total Assets in Accounts ($)  

Other Accounts with 

Performance -Based Fees/ 

Total Assets in Accounts 

  

 Other  

Registered  

Investment  

Companies 

(“RICs”)  

Other Pooled  

Investment 

Vehicles 

(“PIVs”)   

Other  

Accounts  

Number & 

Type of 

Accounts 

in this 

 Category  

Total Assets  

in such 

Accounts, 

 if any 
           

Michael Willis  
None  None  

4 / 

$3,741,694.27 
 None  None 

 

____________ 
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__ 

Portfolio Manager Compensation Structure 

Mr. Willis receives a base salary from the Advisor for his services in the various positions he holds with the 

Advisor, including his position as portfolio manager and President.  In addition, Mr. Willis, as the sole shareholder 

of the Advisor, is entitled to receive all net profits earned by the Advisor.  Mr. Willis does not receive any other 

form of compensation or benefits for his services to the Advisor.   

Fund Ownership of Portfolio Managers 

Potential Conflicts of Interest. Since the Fund and the other accounts managed by Mr. Willis and the Advisor have 

similar investment strategies, in theory it is possible that Mr. Willis could favor one or more of the other accounts 

over a Fund. However, the Advisor has established policies and procedures governing brokerage practice and the 

allocation of trades, which are designed to ensure that the purchase and sale of securities among various accounts 

managed by the Advisor are fairly and equitably allocated. The Advisor is not aware of any cases where the 

investment strategies employed for the other accounts managed by Mr. Willis and the Advisor would cause him to 

take positions on the contrary side of the market from a Fund, or otherwise contrary to the interests of a Fund.  In the 

Advisor's opinion, most conflict of interest issues are minimized or eliminated completely due to the fact that the 

Advisor only invests in 1940 Act open-end mutual funds, ETFs, & ETNs. 
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PROXY VOTING POLICIES 
 

 The Funds have adopted Proxy Voting Policies that delegate the responsibility of voting proxies to the 

Advisor.  The Proxy Voting Policies of the Funds and Advisor are attached as Appendix B and Appendix C.  When 

the Advisor exercises voting rights on behalf of the Fund, by proxy or otherwise, with respect to investment 

companies owned by the Fund, the Fund will either seek instruction from the Fund’s shareholders with regard to the 

voting of all proxies and vote in accordance with such instructions, or vote the shares held by the Fund in the same 

proportion as the vote of all other holders of such security.  

 

Information regarding how the Advisor voted proxies will be available without charge (1) on the Advisor’s 

website at www.Giant5.com; (2) by calling the Funds at 1-888-5GIANT5; and (3) on the SEC's website. 

 

  

DISTRIBUTION OF FUND SHARES  
 

 The Trust has retained UMB Distribution Services, LLC (“UMBDS”), 803 West Michigan Street, 

Milwaukee, Wisconsin 53233, to serve as principal underwriter for the shares of the Funds. UMBDS, and its 

affiliates also serve as distributor to other investment companies. UMBDS is a wholly-owned subsidiary of UMB 

Fund Services, Inc. UMBDS serves as distributor to each Fund pursuant to the Distribution Agreement dated as of 

June 8, 2007 (the “Distribution Agreement”).  The Distribution Agreement continues for an initial one-year period 

beginning July 1, 2007 and thereafter, if not terminated, this Agreement shall continue automatically in effect as to 

each Fund for successive annual periods, provided such continuance is specifically approved at least annually by (i) 

the Trust’s Board of Trustees or (ii) the vote of a majority (as defined in the 1940 Act and Rule 18f-2 thereunder) of 

the outstanding voting securities of a Fund, and provided that in either event the continuance is also approved by a 

majority of the Trust’s Board of Trustees who are not "interested persons" (as defined in the 1940 Act) of any party 

to this Agreement, by vote cast in person at a meeting called for the purpose of voting on such approval.  The 

Distribution Contract provides that the Distributor will use its best efforts to maintain a broad distribution of the 

Funds’ shares among bona fide investors and may enter into selling group agreements with responsible dealers and 

dealer managers as well as sell the Funds’ shares to individual investors. The Distributor is not obligated to sell any 

specific amount of shares. 
 

DISTRIBUTION PLAN  
 

 Each Fund has adopted a Distribution Plan, pursuant to Rule 12b-1 under the 1940 Act (the “Distribution 

Plan”) with respect to its Investor Shares and Institutional Shares. Pursuant to the Distribution Plan, the Giant 5 

Total Investment System will pay 0.17 % and 0.00% of its average daily net assets attributable to its Investor Shares 

and Institutional Shares, respectively, and the Giant 5 Total Index System will pay 0.17% and 0.00% of its average 

daily net assets attributable to its Investor Shares and Institutional Shares, respectively. The Distribution Plan 

provides that the Funds pay the Distributor and other organizations for distributing such classes of shares, for 

advertising and marketing and for providing certain services to shareholders of the respective class of shares. These 

services include answering shareholder inquiries regarding the Fund and providing reports and other information, 

and services related to the maintenance of shareholders accounts ("Servicing"). The amount paid under the 

Distribution Plan for Servicing is intended to be a "service fee" as defined under the Conduct Rules of the Financial 

Industry Regulatory Authority, Inc. ("FINRA"), and at no time will such amount exceed the maximum amount 

permitted to be paid under the FINRA Conduct Rules as a service fee. The fees payable under the Distribution Plan 

are payable without regard to actual expenses incurred. The Board believes that there is a reasonable likelihood that 

the Funds’ Distribution Plan will benefit each Fund and the holders of its Investor Shares and Institutional Shares.  

Quarterly reports of the amounts expended under the Distribution Plan, and the purposes for which such 

expenditures were incurred, must be made to the Board for its review. In addition, the Distribution Plan provides 

that it may not be amended to increase materially the costs which holders of Investor Shares and Institutional Shares 

may bear pursuant to the Distribution Plan without the approval of the holders of such class of shares and that other 

material amendments of the Distribution Plan must be approved by the Board, and by the Board members who are 

not "interested persons" (as defined in the 1940 Act) of the Fund and have no direct or indirect financial interest in 

the operation of the Distribution Plan or in any agreements entered into in connection with the Distribution Plan, by 

vote cast in person at a meeting called for the purpose of considering such amendments. The Distribution Plan is 

http://www.giant5.com/
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subject to annual approval by such vote of the Board members cast in person at a meeting called for the purpose of 

voting on the Distribution Plan. The Distribution Plan may be terminated at any time as to a class of shares by vote 

of a majority of the Board members who are not "interested persons" and have no direct or indirect financial interest 

in the operation of the Distribution Plan or in any agreements entered into in connection with the Distribution Plan 

or by vote of the holders of a majority of such class of shares.  

 

For the fiscal year ended March 31, 2011, Investor Shares of the Giant 5 Total Investment System incurred 

distribution fees aggregating $31,297. For the fiscal year ended March 31, 2011, Investor Shares of the Giant 5 Total 

Index System incurred distribution fees aggregating $26,555.  Institutional shares of the Funds paid no distribution 

fees for the same period. 

 

DISTRIBUTION SERVICES 

 

 The Advisor has entered into an agreement with the Distributor whereby the Advisor has agreed that, in the 

event that the Funds’ Rule 12b-1 Distribution Plan fees are not sufficient to pay for certain distribution activities, the 

Advisor will use its own resources to pay the Distributor for the portion of distribution activities not paid for by the 

Funds’ Distribution Plan fees.  Such payments by the Advisor, may be made, among other things, to promote the 

sale of the Funds’ shares or to service Funds’ shareholders.  These payments will not change the price an investor 

will pay for the Funds’ shares.  In some circumstances, the payments may create an incentive for a dealer, other 

organizations and their investment professionals, to recommend or sell a Fund’s shares to a client over shares of 

other mutual funds.  For more information, please contact your investment professional. 

 

ADMINISTRATION 

 

UMB Fund Services, Inc. (“UMBFS”), serves as administrator of the Trust and is an affiliate of UMB Distribution 

Services, LLC, the Trust’s distributor.  The Administrator, a Wisconsin corporation, has its principal business 

offices at 803 West Michigan Street, Milwaukee, WI 53233.  UMBFS and its affiliates provide administration and 

distribution services to other investment companies. 

 

Administration Agreement with the Trust.  The Trust and UMBFS have entered into an Administration and 

Accounting Agreement (the “Administration Agreement”) effective July 1, 2007.  Under the Administration 

Agreement, UMBFS provides the Trust with administrative services, including day-to-day administration of matters 

necessary to each Fund’s operations, maintenance of records and the books of the Trust, preparation of reports and 

assistance with the compliance monitoring of the Funds’ activities. 

 

Transfer Agency Agreement.  The Trust and UMBFS have entered into a Transfer Agency Agreement (the 

“Transfer Agency Agreement”).  Under the Transfer Agency Agreement, UMBFS serves as transfer agent and 

dividend disbursing agent for the Funds. 

 

Fees to be Paid to the Administrator.  Under the Administration Agreement and Transfer Agency Agreement, the 

Administrator is entitled to receive an annual asset-based fee for administration, fund accounting and transfer 

agency services of 9 basis points (0.09%) on the first $500 million in aggregate net assets of all Funds; 7 basis points 

(0.07%) of aggregate net assets of all Funds from over $500 million to $1 billion; 5 basis points (0.05%) of 

aggregate net assets of all Funds from over $1 billion to $1.5 billion; and 3 basis points (0.03%) of aggregate net 

assets of all Funds in excess of $1.5 billion.   

 

Annual Minimum Fee.  Under the Administration Agreement and Transfer Agency Agreement, the administration, 

accounting and transfer agency fees are subject to an annual minimum fee of  $225,000. 
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For the fiscal years ended March 31, 2011, March 31, 2010 and March 31, 2009, the administrator received 

compensation for administrative services as follows: 

 

Fund 

Fiscal Year 

Ended March 

31, 2011 

Fiscal Year 

Ended March 

31, 2010 

Fiscal Year 

Ended March 31, 

2009  

Giant 5 Total 

Investment System 
$68,399 $60,062 $52,607 

   

Giant 5 Total Index 

System 
$58,050 $50,137 $39,808 

    

 

 

CUSTODIAN  
 

 UMB Bank, n.a. (the “Custodian”), 1010 Grand Avenue, Kansas City, Missouri 64141, is each Fund’s 

custodian. The Custodian has no part in determining the investment policies of the Funds or which securities are to 

be purchased or sold by a Fund. Under a custody agreement with each Fund, the Custodian holds the Fund’s 

securities and keeps all necessary accounts and records.  
 

COUNSEL 

 

      Blank Rome LLP, located at 405 Lexington Avenue, New York, New York 10174, serves as counsel to the 

Trust. 

 

 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

 

 Cohen Fund Audit Services, Ltd. has been selected as the independent registered public accounting firm for 

the Trust.  Cohen Fund Audit Services, Ltd. provides audit services, tax return preparation and assistance and 

consultation in connection with certain SEC filings.  Cohen Fund Audit Services, Ltd. is located at 800 Westpoint 

Parkway, Suite 1100, Westlake, Ohio 44145. 

 

EXPENSES 
 

 Each Fund bears all costs of its operations, other than expenses specifically assumed by the Advisor or 

Distributor. The costs borne by the Funds include legal and accounting expenses, Trustees’ fees and expenses, 

insurance premiums, custodian and transfer agent fees and expenses, expenses incurred in acquiring or disposing of 

the Funds’ portfolio securities, expenses of registering and qualifying the Funds’ shares for sale with the SEC and 

with various state securities commissions, expenses of obtaining quotations on the Funds’ portfolio securities and 

pricing of the Funds’ shares, expenses of maintaining the Funds’ legal existence and of shareholders’ meetings, and 

expenses of preparing and distributing to existing shareholders reports, proxies and prospectuses.  

 

DETERMINATION OF NET ASSET VALUE 
 

 The net asset value (“NAV”) per share for each Fund is determined as of the close of regular trading on the 

New York Stock Exchange (usually 4 p.m. Eastern Time) on each day that the Exchange is open and on such other 

days as the Board of Trustees determines (together, the “Valuation Time”).  However, to the extent that a Fund’s 

investments are traded in markets that are open when the New York Stock Exchange is closed, the value of the 

Fund’s investments may change on days when shares cannot be purchased or redeemed. 

The Funds will not compute net asset value on customary business holidays, including New Year’s Day, 

Martin Luther King, Jr. Day, Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day, 

Thanksgiving Day and Christmas Day. 
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Each Fund reserves the right to not determine net asset value when:  (i) a Fund has not received any orders to 

purchase, sell or exchange shares and (ii) changes in the value of that Fund’s portfolio do not affect that Fund’s net 

asset value. 

The net asset value per share of a class is computed by adding the value of all securities and other assets in a 

Fund’s portfolio allocable to such class, deducting any liabilities allocable to such class and any other liabilities 

charged directly to that class and dividing by the number of shares outstanding in such class. 

The Underlying Funds valued at their respective net asset values under the 1940 Act. Generally, the 

Underlying Funds value securities in their portfolios for which market quotations are readily available at their 

current market value (generally the last reported sale price) and all other securities and assets at fair value pursuant 

to methods established in good faith by the board of directors of the Underlying Fund. 

 

Securities held by the Funds for which market quotations are readily available are valued at current market 

value as of Valuation Time.  Equity securities are valued at the last quoted sale price, or if there is no sale price, the 

last quoted bid price provided by an independent pricing service approved by the Board of Trustees.  Prices are 

taken from the primary market or exchange in which each security trades. 

Debt and other fixed income securities (other than short-term obligations) are valued at the last quoted bid 

price and/or by using a combination of daily quotes and matrix evaluations provided by an independent pricing 

service, the use of which has been approved by the Funds’ Board of Trustees.  Short term debt securities such as 

commercial paper and U.S. treasury bills, having a remaining maturity of 60 days or less are considered to be “short 

term” and are valued at amortized cost which approximates market value.  The pricing service activities and results 

are reviewed by an officer of the Fund. 

Securities for which market quotations are not readily available, or for which an independent pricing service 

does not provide a value or provides a value that does not represent fair value in the judgment of the Funds’ 

investment advisor or designee, are valued at fair value under procedures approved by the Funds’ Board of Trustees.  

Fair value determinations are required for securities whose value is affected by a significant event that will 

materially affect the value of a domestic or foreign security and which occurs subsequent to the time of the close of 

the principal market on which such domestic or foreign security trades but prior to the calculation of the Fund’s 

NAV.  

Generally, for the Funds trading in foreign securities markets trading is completed each day at various times 

prior to the Valuation Time.  Due to the time differences between the closings of the relevant foreign securities 

exchanges and the Valuation Time for the Funds, the Funds will fair value their foreign investments when the 

market quotations for the foreign investments either are not readily available or are unreliable and, therefore, do not 

represent fair value.  When fair value prices are utilized, these prices will attempt to reflect the impact of the U.S. 

financial markets’ perceptions and trading activities on the Funds’ foreign investments since the last closing prices 

of the foreign investments were calculated on their primary foreign securities markets or exchanges.  For these 

purposes, the Board of Trustees of the Trust have determined that movements in relevant indices or other 

appropriate market indicators, after the close of the foreign securities exchanges, may demonstrate that market 

quotations are unreliable, and may trigger fair value pricing for certain securities.  Consequently, fair valuation of 

portfolio securities may occur on a daily basis.  The fair value pricing by the Trust utilizes data furnished by an 

independent pricing service (and that data draws upon, among other information, the market values of foreign 

investments).  The fair value prices of portfolio securities generally will be used when it is determined that the use of 

such prices will have an impact on the net asset value of a Fund.  When a Fund uses fair value pricing, the values 

assigned to the Fund’s foreign investments may not be the quoted or published prices of the investments on their 

primary markets or exchanges. 

 Expenses and fees, including advisory fees, are accrued daily and are taken into account for the purpose of 

determining the net asset value of each Fund’s shares.  
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PORTFOLIO TRANSACTIONS 
 

 Investment decisions for the Funds are made with a view to achieving their respective investment objectives. 

Investment decisions are the product of many factors in addition to basic suitability for the particular client involved. 

Thus, a particular security may be bought or sold for certain clients even though it could have been bought or sold 

for other clients at the same time. Likewise, a particular security may be bought for one or more clients when one or 

more clients are selling the security. In some instances, one client may sell a particular security to another client. It 

also sometimes happens that two or more clients simultaneously purchase or sell the same security, in which event 

each day’s transactions in such security are, insofar as possible, averaged as to price and allocated between such 

clients in a manner which in the opinion of the Advisor, is equitable to each and in accordance with the amount 

being purchased or sold by each. There may be circumstances when purchases or sales of portfolio securities for one 

or more clients will have an adverse effect on other clients.  

 

 The Funds have no obligation to deal with any dealer or group of dealers in the execution of transactions in 

portfolio securities. Subject to policies established by the Trust’s Board of Trustees, the Advisor, as appropriate, is 

primarily responsible for portfolio decisions and the placing of portfolio transactions. In placing orders, it is the 

policy of the Funds to obtain the best results taking into account, the broker-dealer’s general execution and 

operational facilities, the type of transaction involved and other factors such as the dealer’s risk in positioning the 

securities. While the Advisor generally seeks reasonably competitive spreads or commissions, the Funds will not 

necessarily be paying the lowest spread or commission available.  

 

 Purchases and sales of securities of Underlying Funds will often be principal transactions in the case of debt 

securities and equity securities traded otherwise than on an exchange. The purchase or sale of ETFs will frequently 

involve the payment of a commission to a broker-dealer who effects the transaction on behalf of a Fund. Generally, 

shares of underlying index funds are purchased and sold without sales charges and therefore do not involve 

brokerage commissions.  

 

 The Advisor may, in circumstances in which two or more broker-dealers are in a position to offer comparable 

results, give preference to a dealer which has provided statistical or other research services to the Advisor. By 

allocating transactions in this manner, the Advisor is able to supplement its research and analysis with the views and 

information of securities firms. These items, which in some cases may also be purchased for cash, include such 

matters as general economic and securities market reviews, industry and company reviews, evaluations of securities 

and recommendations as to the purchase and sale of securities.  

 

 Some of these services are of value to the Advisor in advising various of their clients (including the Funds), 

although not all of these services are necessarily useful and of value in managing the Funds. The management fees 

paid by the Funds are not reduced because the Advisor or its affiliates receive such services.  

 

 As permitted by Section 28(e) of the Securities Exchange Act of 1934 (the “Act”), the Advisor may cause the 

Funds to pay a broker-dealer which provides “brokerage and research services” (as defined in the Act) to the 

Advisor an amount of disclosed commission for effecting a securities transaction for the Funds in excess of the 

commission which another broker-dealer would have charged for effecting that transaction.  

 

 Consistent with the Rules of Fair Practice of the National Association of Securities Dealers, Inc. and 

subject to seeking the most favorable price and execution available and such other policies as the Trustees may 

determine, the Advisor may consider sales of shares of the Funds as a factor in the selection of broker-dealers to 

execute portfolio transactions for the Funds. 

 

 As of the fiscal year ended March 31, 2011, the Funds did not hold any securities of its regular broker-

dealers. 
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For the fiscal years ended March 31, 2011, March 31, 2010 and March 31, 2009, the Funds paid the 

following commissions to brokers: 

 

Fund 

Fiscal Year Ended 

March 31. 2011 

Fiscal Year Ended 

March 31, 2010 Fiscal Year Ended 

March 31, 2009  

Giant 5 Total Investment 

System 
$0 $0 $0 

 

Giant 5 Total Index 

System 
$942 $220 $2,045 

 

 

 The Funds did not pay any commissions to brokers who were affiliated with UMB Distribution Services, 

LLC or any affiliated person thereof. 

 

PURCHASE OF SHARES 

The following information supplements and should be read in conjunction with the sections in the Fund’s 

Prospectuses entitled “Purchasing and Adding to Your Shares” and “Distribution Arrangements.” The Prospectus 

contains a general description of how investors may buy shares of the Fund. When purchasing shares, you must 

specify which class is being purchased.  

Shares may be purchased through the Distributor, Servicing Agents or through securities brokers that have 

entered into a dealer agreement with the Distributor (“Securities Brokers”). Shares may be purchased at their net 

asset value next determined after an order is transmitted to and accepted by the Transfer Agent or is received by a 

Servicing Agent or a Securities Broker if it is transmitted to and accepted by the Transfer Agent. Purchases are 

effected on the same day the purchase order is received by the Transfer Agent provided such order is received prior 

to 4:00 p.m., New York time, on any Fund Business Day. Following an initial period, the Trust intends the Fund to 

be as fully invested at all times as is reasonably practicable in order to enhance the yield on its assets. Each 

Servicing Agent or Securities Broker is responsible for and required to promptly forward orders for shares to the 

Distributor or Transfer Agent. 

All purchase payments are invested in full and fractional shares. The Trust reserves the right to cease offering 

shares for sale at any time or to reject any order for the purchase of shares. 

While there is no sales charge on purchases the Funds’ shares, the Distributor may receive fees from the Fund, 

such as those under the Distribution Plan. Other funds which have investment objectives similar to those of the Fund 

but which do not pay some or all of such fees from their assets may offer a higher yield. 

An investor may purchase shares through the Distributor directly or by authorizing his Servicing Agent to 

purchase such shares on his behalf through the Distributor or Transfer Agent. 

Shares of the Fund are offered on a continuous basis at net asset value by the Distributor as an investment 

vehicle for institutions, corporations, fiduciaries and individuals. 

From time to time dealers who receive dealer discounts and broker commissions from the Distributor may 

reallow all or a portion of such dealer discounts and broker commissions to other dealers or brokers. The Distributor 

may also provide additional compensation to dealers in connection with sales of shares of the Fund. Dealers may not 

use sales of the Fund’s shares to qualify for the compensation to the extent such may be prohibited by the laws of 

any state or any self-regulatory agency, such as the National Association of Securities Dealers, Inc. None of the 

aforementioned compensation is paid for by the Fund or its shareholders. 

Stock certificates will not be issued with respect to the shares. The Transfer Agent shall keep accounts upon 

the book of the Trust for recordholders of such shares. 

Exchange Privilege 

By contacting the Transfer Agent or Servicing Agent or securities broker, a shareholder of a Fund may 

exchange some or all of his shares for shares of another series of the Trust.  
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An investor will receive shares of a Fund in exchange for shares of another Giant 5 Fund at net asset value 

provided that the amount to be exchanged meets the applicable minimum investment requirements and the exchange 

is made in states where it is legally authorized. An exchange may result in a change in the number of shares held, 

but not in the value of such shares immediately after the exchange. Each exchange involves the redemption of the 

shares to be exchanged and the purchase of the shares of the other Giant 5 Fund, which may produce a gain or loss 

for tax purposes. 

The exchange privilege (or any aspect of it) may be changed or discontinued upon 60 days’ written notice to 

shareholders and is available only to shareholders in states in which such exchanges may be legally made. A 

shareholder considering an exchange should obtain and read the Prospectus regarding the other Giant 5 Fund and 

consider the differences in investment objectives and policies before making any exchange. 

An exchange is considered a sale of shares and may result in a capital gain or loss for federal income tax 

purposes. A Shareholder wishing to exchange his or her shares may do so by contacting the Trusts at 1-888-

5GIANT5, by contacting his or her broker-dealer or by providing written instruction to the Distributor. 

Automatic Investment Plan 

The Trust offers a plan for regularly investing specified dollar amounts ($100 minimum in monthly, quarterly, 

semi-annual or annual intervals) in the Fund. If an Automatic Investment Plan is selected, subsequent investments 

will be automatic and will continue until such time as the Trust and the investor’s bank are notified in writing to 

discontinue further investments. Due to the varying procedures to prepare, process and forward the bank withdrawal 

information to the Trust, there may be a delay between the time of bank withdrawal and the time the money reaches 

the Fund. The investment in the Fund will be made at the net asset value per share determined on the Fund Business 

Day that both the check and the bank withdrawal data are received in required form by the Transfer Agent. Further 

information about the plan may be obtained from UMBFS at the telephone number listed on the back cover. 

For further information on how to purchase shares from the Distributor, an investor should contact the Fund. 

Through a Servicing Agent or a Securities Broker 

Shares are being offered to the public, to customers of a Servicing Agent and to customers of a securities 

broker that has entered into a dealer agreement with the Distributor. Servicing Agents and securities brokers may 

offer services to their customers, including specialized procedures for the purchase and redemption of shares, such 

as pre-authorized or automatic purchase and redemption programs. Each Servicing Agent and securities broker may 

establish its own terms, conditions and charges, including limitations on the amounts of transactions, with respect to 

such services. Charges for these services may include fixed annual fees, account maintenance fees and minimum 

account balance requirements. The effect of any such fees will be to reduce the net return on the investment of 

customers of that Servicing Agent or securities broker. Conversely, certain Servicing Agents may (although they are 

not required by the Trust to do so) credit to the accounts of their customers from whom they are already receiving 

other fees amounts not exceeding such other fees or the fees received by the Servicing Agent from the Fund, which 

will have the effect of increasing the net return on the investment of such customers of those Servicing Agents. 

Servicing Agents and securities brokers may transmit purchase payments on behalf of their customers by wire 

directly to the Fund’s custodian bank by following the procedures described above. 

For further information on how to direct a securities broker or a Servicing Agent to purchase shares, an 

investor should contact his securities broker or his Servicing Agent. 

 

REDEMPTION OF SHARES 

 

A shareholder may redeem all or any portion of the shares in his account at any time at the net asset value 

next determined after a redemption order in proper form is furnished by the shareholder to the Transfer Agent, with 

respect to shares purchased directly through the Distributor, or to his securities broker or his Servicing Agent, and is 

transmitted to and received by the Transfer Agent. All shares may be redeemed without charge. Redemptions are 

effected on the same day the redemption order is received by the Transfer Agent provided such order is received 

prior to 4:00 p.m., New York time, on any Fund Business Day. Shares redeemed earn dividends up to and including 

the day prior to the day the redemption is effected. 
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The proceeds of a redemption are normally paid from each Fund in U.S. dollars on the next Fund Business 

Day following the date on which the redemption is effected, but in any event within seven days. The right of any 

shareholder to receive payment with respect to any redemption may be suspended or the payment of the redemption 

proceeds postponed during any period in which the New York Stock Exchange (“NYSE”) is closed (other than 

weekends or holidays) or trading on the NYSE is restricted or, to the extent otherwise permitted by the 1940 Act, if 

an emergency exists. To be in a position to eliminate excessive expenses, the Trusts reserve the right to redeem upon 

not less than 90 days' notice all shares in an account which has a value below $500, provided that such involuntary 

redemptions will not result from fluctuations in the value of Fund shares. A shareholder will be allowed to make 

additional investments prior to the date fixed for redemption to avoid liquidation of the account. 

 

Unless shares have been purchased directly from the Distributor, a shareholder may redeem shares only by 

authorizing his securities broker, if applicable, or his Servicing Agent to redeem such shares on his behalf (since the 

account and records of such a shareholder are established and maintained by his securities broker or his Servicing 

Agent). For further information as to how to direct a securities broker or a Servicing Agent to redeem shares, a 

shareholder should contact his securities broker or his Servicing Agent. 

 

It is currently the Trust's policy to pay for all redemptions in cash, however, the Trust retains the right to 

alter this policy to provide for redemptions in whole or in part by a distribution in-kind of readily marketable 

securities held by the Funds in lieu of cash. Shareholders may incur brokerage charges on the sale of any such 

securities so received in payment of redemptions. A shareholder will at all times be entitled to aggregate cash 

redemptions from all Funds of the Trust up to the lesser of $250,000 or 1% of the Trust's net assets during any 90-

day period.  

 

The Trust reserves the right to suspend the right of redemption and/or to postpone the date of payment upon 

redemption for any period on which trading on the NYSE is restricted, or during the existence of an emergency (as 

determined by the SEC by rule or regulation) as a result of disposal or valuation of a Fund's securities is not 

reasonably practicable, or for such other periods as the SEC has by order permitted. The Trust also reserves the right 

to suspend sales of shares of a Fund for any period during which the NYSE, the Advisor, the Administrator and/or 

the Custodian are not open for business. 

 

The Trust reserves the right to waive any minimum investment requirements or sales charges for immediate 

family members of the Trustees or officers of the Trust or employees of the Advisor. "Immediate family" means a 

spouse, mother, father, mother-in-law, father-in-law or children (including step-children) age 21 years or under. 

 

Systematic Withdrawal Plan 

 

Any shareholder who owns Investor Class shares with an aggregate value of $100,000 or more, or 

Institutional Class shares with an aggregate value of $11,000,000 or more, may establish a Systematic Withdrawal 

Plan under which he redeems at net asset value the number of full and fractional shares which will produce the 

monthly, quarterly, semi-annual or annual payments specified (minimum $500 per payment). Depending on the 

amounts withdrawn, systematic withdrawals may deplete the investor's principal. Investors contemplating 

participation in this Plan should consult their tax advisors. No additional charge to the shareholder is made for this 

service. 

 

Redemption of Shares Purchased Directly through the Distributor 

 

Redemption by Letter. Redemptions may be made by letter to the Transfer Agent specifying the dollar 

amount or number of shares to be redeemed, account number and the Fund. The letter must be signed in exactly the 

same way the account is registered (if there is more than one owner of the shares, all must sign). In connection with 

a written redemption request, all signatures of all registered owners or authorized parties must be guaranteed by an 

Eligible Guarantor Institution, which includes a domestic bank, broker, dealer, credit union, national securities 

exchange, registered securities association, clearing agency or savings association. The Funds' transfer agent, 

however, may reject redemption instructions if the guarantor is neither a member nor a participant in a signature 

guarantee program (currently known as "STAMP", "SEMP", or "NYSE MPS"). Corporations, partnerships, trusts or 

other legal entities may be required to submit additional documentation. 
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Redemption by Wire or Telephone. An investor may redeem shares of the Funds by wire or by telephone if 

he has checked the appropriate box on the Purchase Application or has filed a Telephone Authorization Form with 

the Trusts. These redemptions may be paid from the applicable Fund by wire or by check. The Trusts reserve the 

right to refuse telephone wire redemptions and may limit the amount involved or the number of telephone 

redemptions. The telephone redemption procedure may be modified or discontinued at any time by the Trusts. 

Instructions for wire redemptions are set forth in the Purchase Application. The Trusts employ reasonable 

procedures to confirm that instructions communicated by telephone are genuine. For instance, the following 

information must be verified by the shareholder or securities broker at the time a request for telephone redemption is 

affected: (1) shareholder's account number; (2) shareholder's social security number; and (3) name and account 

number of shareholder's designated securities broker or bank. If either Trust fails to follow these or other established 

procedures, it may be liable for any losses due to unauthorized or fraudulent instructions. 

 

DIVIDENDS AND DISTRIBUTIONS 

 

For each Fund, the Trust intends to declare all of the Fund's net investment income on a semi-annual basis 

as a dividend to the Fund's shareholders. Generally, a Fund's net investment income consists of the interest and 

dividend income it earns, less expenses. In computing interest income, premiums are not amortized nor are discounts 

accrued on long-term debt securities in the Fund, except as required for federal income tax purposes. 

  

Each Fund's net realized capital gains, if any, are distributed to shareholders annually. Additional 

distributions are also made to each Fund's shareholders to the extent necessary to avoid application of the 4% non-

deductible federal excise tax on certain undistributed income and net capital gains of regulated investment 

companies. Shares begin accruing dividends on the day they are purchased. The Funds distribute dividends on a 

semi-annual basis. Unless a shareholder elects to receive dividends in cash (subject to the policies of the 

shareholder's Servicing Agent or securities broker), dividends are distributed in the form of additional shares of each 

Fund at the rate of one share (and fraction thereof) of the Fund for each one dollar (and fraction thereof) of dividend 

income. 

 

ADDITIONAL TAX INFORMATION 

 

 Each Fund has qualified and elected to be treated as a regulated investment company under Subchapter M 

of the Internal Revenue Code of 1986, as amended (the “Code”), and intends to continue to so qualify, which 

requires compliance with certain requirements concerning the sources of its income, diversification of its assets, and 

the amount and timing of its distributions to shareholders.  By so qualifying, a Fund should not be subject to federal 

income or excise tax on its net investment income or net capital gain, which are distributed to shareholders in 

accordance with the applicable timing requirements.  Net investment income and net capital gain of a Fund will be 

computed in accordance with Section 852 of the Code.   

 

Each Fund intends to distribute all of its net investment income, any excess of net short-term capital gains 

over net long-term capital losses, and any excess of net long-term capital gains over net short-term capital losses in 

accordance with the timing requirements imposed by the Code and therefore should not be required to pay any 

federal income or excise taxes.  Distributions of net investment income and net capital gain will be in shares of a 

Fund unless a shareholder elects to receive cash.  Net investment income is made up of dividends and interest less 

expenses.  Net capital gain for a fiscal year is computed by taking into account any capital loss carryforward of a 

Fund.   

 

To be treated as a regulated investment company under Subchapter M of the Code, a Fund must also (a) 

derive at least 90% of its gross income from dividends, interest, payments with respect to securities loans, net 

income from certain publicly traded partnerships and gains from the sale or other disposition of securities or foreign 

currencies, or other income (including, but not limited to, gains from options, futures or forward contracts) derived 

with respect to the business of investing in such securities or currencies, and (b) diversify its holdings so that, at the 

end of each fiscal quarter, (i) at least 50% of the market value of a Fund’s assets is represented by cash, U.S. 

government securities and securities of other regulated investment companies, and other securities (for purposes of 

this calculation, generally limited in respect of any one issuer, to an amount not greater than 5% of the market value 

of a Fund’s assets and 10% of the outstanding voting securities of such issuer) and (ii) not more than 25% of the 
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value of its assets is invested in the securities of (other than U.S. government securities or the securities of other 

regulated investment companies) any one issuer, two or more issuers which a Fund controls and which are 

determined to be engaged in the same or similar trades or businesses, or the securities of certain publicly traded 

partnerships. 

 

There is no assurance that the Internal Revenue Service will not challenge a Fund’s status as a regulated 

investment company, or that, if it were to do so, it would not prevail.  If a Fund were to fail to qualify as a regulated 

investment company in any year, then the Fund would be subject to federal income tax on its net income and capital 

gains at regular corporate income tax rates (without a deduction for distributions to shareholders).  When distributed, 

that income would also be taxable to shareholders as an ordinary dividend to the extent attributable to the Fund’s 

earnings and profits.  If a Fund were to fail to qualify as a regulated investment company and became subject to 

federal income tax, any shareholder would be subject to the risk of diminished investment returns. 

 

A Fund may invest in complex securities such as repurchase agreements.  These investments may be 

subject to numerous special and complex tax rules.  These rules could affect whether gains and losses recognized by 

a Fund are treated as ordinary income or capital gain, accelerate the recognition of income to a Fund and/or defer a 

Fund’s ability to recognize losses.  In turn, those rules may affect the amount, timing, or character of the income 

distributed to you by a Fund. 

 

Each Fund is subject to a 4% nondeductible excise tax on certain undistributed amounts of ordinary income 

and capital gain under a prescribed formula contained in Section 4982 of the Code.  The formula requires payment 

to shareholders during a calendar year of distributions representing at least 98% of a Fund’s ordinary income for the 

calendar year and at least 98% of its capital gain net income (i.e., the excess of its capital gains over capital losses) 

realized during the one-year period ending October 31 during such year plus 100% of any income that was neither 

distributed nor taxed to the Fund during the preceding calendar year.  Under ordinary circumstances, each Fund 

expects to time its distributions so as to avoid liability for this tax. 

 

The following discussion of tax consequences is for the general information of shareholders that are subject 

to tax.  Shareholders that are IRAs or other qualified retirement plans are exempt from income taxation under the 

Code. 

 

Distributions of taxable net investment income and the excess of net short-term capital gain over net long-

term capital loss are taxable to shareholders as ordinary income.  Distributions of net capital gain (“capital gain 

dividends”) generally are taxable to shareholders as long-term capital gain, regardless of the length of time the 

shares of a Fund have been held by such shareholders. 

 

A redemption of a Fund’s shares by a shareholder will result in the recognition of taxable gain or loss in an 

amount equal to the difference between the amount realized and the shareholder’s tax basis in the Fund shares.  Such 

gain or loss is treated as a capital gain or loss if the shares are held as capital assets.  However, any loss realized 

upon the redemption of shares within six months from the date of their purchase will be treated as a long-term 

capital loss to the extent of any amounts treated as capital gain dividends during such six-month period.  All or a 

portion of any loss realized upon the redemption of shares may be disallowed to the extent shares are purchased 

(including shares acquired by means of reinvested dividends) within 30 days before or after such redemption. 

 

Distributions of taxable net investment income and net capital gain will be taxable as described above, 

whether received in additional cash or shares.  Shareholders electing 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. 

 

All distributions of taxable net investment income and net capital gain, whether received in shares or in 

cash, must be reported by each taxable shareholder on his or her federal income tax return.  Dividends or 

distributions declared in October, November or December as of a record date in such a month, if any, will be 

deemed to have been received by shareholders on December 31, if paid during January of the following year.  

Redemptions of shares may result in tax consequences (gain or loss) to the shareholder and are also subject to these 

reporting requirements. 
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Under the Code, a Fund will be required to report to the Internal Revenue Service all distributions of 

taxable income and capital gains as well as gross proceeds from the redemption or exchange of Fund shares, except 

in the case of certain exempt shareholders.  Under the backup withholding provisions of Section 3406 of the Code, 

distributions of taxable net investment income and net capital gain and proceeds from the redemption or exchange of 

the shares of a regulated investment company may be subject to withholding of federal income tax in the case of 

non-exempt shareholders who fail to furnish the investment company with their taxpayer identification numbers and 

with required certifications regarding their status under the federal income tax law, or if a Fund is notified by the 

IRS or a broker that withholding is required due to an incorrect TIN or a previous failure to report taxable interest or 

dividends.  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. 

 

Shareholders of a Fund may be subject to state and local taxes on distributions received from a Fund and on 

redemptions of a Fund’s shares.  Although each Fund expects to qualify as a regulated investment company and to 

be relieved of all or substantially all federal income taxes, depending upon the extent of its activities in states and 

localities in which its offices are maintained, in which its agents or independent contractors are located, or in which 

it is otherwise deemed to be conducting business, a Fund may be subject to the tax laws of such states or localities. 

 

Foreign taxes may be imposed on a Fund by foreign countries with respect to its foreign securities.  Foreign 

countries generally do not impose taxes on capital gains with respect to investments by foreign investors.  Since less 

than 50% in value of a Fund’s total assets at the end of its fiscal year are expected to be invested in stock or 

securities of foreign corporations, such Fund will not be entitled under the Code to pass through to its shareholders 

their pro rata share of the foreign taxes paid by the Fund.  These taxes will be taken as a deduction by such Fund. 

 

The foregoing discussion of U.S. federal income tax law relates solely to the application of that law to U.S. 

Persons (i.e., U.S. citizens and residents and U.S. 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 a Fund, 

including the possibility that such a shareholder may be subject to a U.S. withholding tax at a rate of 30% (or a 

lower rate under an applicable income tax treaty) on dividend income received by a shareholder. 

 

Information set forth in the Prospectuses and SAI which related to federal taxation is only a summary of 

some of the important federal tax considerations generally affecting purchasers of share of a Fund.  No attempt has 

been made to present a detailed explanation of the federal income tax treatment of a Fund or its shareholders and 

this discussion is not intended as a substitute for careful tax planning.  Accordingly, shareholders should consult 

their tax advisors about the application of federal, state and local and foreign tax law in light of their particular 

situation.  In addition, the tax discussion in the Prospectuses and SAI are based on tax laws and regulations which 

are in effect on the date of the Prospectuses and this SAI; such laws and regulations may be changed by legislative 

or administrative action. 

 

OTHER INFORMATION 

 

CAPITALIZATION  

 

 The capitalization of the Trust consists solely of an unlimited number of shares of beneficial interest, all 

without par value. The Board of Trustees may establish additional Funds (with different investment objectives and 

fundamental policies) at any time in the future. Establishment and offering of additional Funds will not alter the 

rights of the Trust’s shareholders. When issued, shares are fully paid, non-assessable, redeemable and freely 

transferable. Shares do not have preemptive rights or subscription rights. In any liquidation of a Fund, each 

shareholder is entitled to receive his pro rata share of the net assets of that Fund.  

 

VOTING RIGHTS  

 

 Under the Declaration of Trust, the Trust is not required to hold annual meetings of each Fund’s 

shareholders to elect Trustees or for other purposes. It is not anticipated that the Trust will hold shareholders’ 

meetings unless required by law or the Declaration of Trust. In this regard, the Trust will be required to hold a 

meeting to elect Trustees to fill any existing vacancies on the Board if, at any time, fewer than a majority of the 

Trustees have been elected by the shareholders of the Trust. In addition, the holders of not less than two-thirds of the 
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outstanding shares of the Trust may remove persons serving as Trustee either by declaration in writing or at a 

meeting called for such purpose. The Trustees are required to call a meeting for the purpose of considering the 

removal of persons serving as Trustee if requested in writing to do so by the holders of not less than 10% of the 

outstanding shares of the Trust. To the extent required by applicable law, the Trustees shall assist shareholders who 

seek to remove any person serving as Trustee.  

 

 The Trust’s shares do not have cumulative voting rights, so that the holders of more than 50% of the 

outstanding shares may elect the entire Board of Trustees, in which case the holders of the remaining shares would 

not be able to elect any Trustees.  

 

 

SHAREHOLDER REQUESTS 

Upon request, the Funds will provide information on how to obtain shareholder reports and prospectuses of the 

Underlying Funds. 
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APPENDIX A 

DESCRIPTION OF RATINGS 

The following descriptions are summaries of published ratings. 

 

Description of Commercial Paper Ratings 

A-1 This is the highest category by Standard and Poor’s Ratings Group (S&P) and indicates that the degree 

of safety regarding timely payment is strong. Those issues determined to possess extremely strong 

safety characteristics are denoted with a plus sign (+) designation. 

A-2 Capacity for timely payment on issues with this designation is satisfactory and the obligation is 

somewhat more susceptible to the adverse effects of changes in circumstances and economic 

conditions than obligations in higher rating categories. 

PRIME-1 Issues rated Prime-1 (or supporting institutions) by Moody’s Investor Services, Inc. (“Moody’s) have a 

superior ability for repayment of senior short-term debt obligations. Prime-1 repayment ability will 

often be evidenced by many of the following characteristics:  

- Leading market positions in well-established industries. 

- High rates of return on funds employed. 

- Conservative capitalization structure with moderate reliance on debt and ample asset protection. 

- Broad margins in earnings coverage of fixed financial charges and high internal cash generation. 

- Well-established access to a range of financial markets and assured sources of alternate liquidity. 

The rating F1 (Highest Credit Quality) is the highest commercial rating assigned by Fitch, Inc. (“Fitch”). 

Paper rated F1 is regarded as having the strongest capacity for timely payment of financial commitments.  The rating 

F2 (Good Credit Quality) is the second highest commercial paper rating assigned by Fitch which reflects a 

satisfactory capacity for timely payment of financial commitments, but the margin of safety is not as great as in the 

case of the higher ratings. 

 

The rating TBW-1 by Thomson BankWatch (“Thomson”) indicates a very high likelihood that principal 

and interest will be paid on a timely basis. 

 

Description of Municipal Note Ratings 

Moody’s highest rating for state and municipal and other short-term notes is MIG-1 and VMIG-l. Short-

term municipal securities rated MIG-1 or VMIG-1 are of the best quality.  They have strong protection from 

established cash flows, superior liquidity support, or demonstrated broad-based access to the market for refinancing 

or both.  Short-term municipal securities rated MIG-2 or VMIG-2 are of high quality.  Margins of protection are 

ample although not so large as in the MIG-I/VMIG-2 group. 

 

An S&P note rating reflects the liquidity concerns and market access risks unique to notes. Notes due in 

three years or less will likely receive a note rating. Notes maturing beyond three years will most likely receive a 

long-term debt rating. The following criteria will be used in making that assessment: 

 

- Amortization Schedule - the larger the final maturity relative to other maturities, the more likely it 

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

likely it will be treated as a note. 

S&P note rating symbols are as follows: 

 

SP-1 Strong capacity to pay principal and interest. Those issues determined to possess a very strong capacity to 

pay a debt service is given a plus (+) designation. 

SP-2 Satisfactory capacity to pay principal and interest with some vulnerability to adverse financial and 

economic changes over the term of the votes. 

Description of Corporate Bond Ratings 

S&P 

Bonds rated AAA have the highest rating S&P assigns to a debt obligation.  Such a rating indicates an 

extremely strong capacity to pay principal and interest. Bonds rated AA also qualify as high-quality debt 

obligations.  Capacity to pay principal and interest is very strong, and in the majority of instances they differ from 

AAA issues only in small degree. Debt rated A has a strong capacity to pay interest and repay principal although it 

is somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than debt 

in higher rated categories. 

 

Debt rated BBB is regarded as having an adequate capacity to pay interest and repay principal.  Whereas it 

normally exhibits adequate protection parameters, adverse economic conditions or changing circumstances are more 

likely to lead to a weakened capacity to pay interest and repay principal for debt in this category than in higher rated 

categories.  Debt rated BB and B is regarded as having predominantly speculative characteristics with respect to 

capacity to pay interest and repay principal.  BB indicates the least degree of speculation and C the highest degree of 

speculation.  While such debt will likely have some quality and protective characteristics, these are outweighed by 

large uncertainties or major risk exposures to adverse conditions. Debt rated BB has less near-term vulnerability to 

default than other speculative grade debt.  However, it faces major ongoing uncertainties or exposure to adverse 

business, financial, or economic conditions that could lead to inadequate capacity to meet timely interest and 

principal payments. The BB rating category is also used for debt subordinated to senior debt that is assigned an 

actual or implied BBB- rating.  Debt rate B has greater vulnerability to default but presently has the capacity to meet 

interest payments and principal repayments.  Adverse business, financial, or economic conditions would likely 

impair capacity or willingness to pay interest and repay principal. The B rating category also is used for debt 

subordinated to senior debt that is assigned an actual or implied BB or BB- rating. 

 

Moody’s 

Bonds which are rated Aaa by Moody’s are judged to be of the best quality.  They carry the smallest degree 

of investment risk and are generally referred to as “gilt edge.”  Interest payments are protected by a large, or an 

exceptionally stable, margin and principal is secure.  While the various protective elements are likely to change, 

such changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.  

Bonds rated Aa by Moody’s are judged by Moody’s to be of high quality by all standards.  Together with bonds 

rated Aaa, they comprise what are generally known as high-grade bonds.  They are rated lower than the best bonds 

because margins of protection may not be as large as in Aaa securities or fluctuation of protective elements may be 

of greater amplitude or there may be other elements present which make the long-term risks appear somewhat larger 

than the Aaa securities. Bonds which are rated A possess many favorable investment attributes and are to be 

considered as upper-medium grade obligations.  Factors giving security to principal and interest are considered 

adequate, but elements may be present which suggest a susceptibility to impairment sometime in the future. 

Bonds which are rated Baa are considered as medium-grade obligations (i.e., they are neither highly protected nor 

poorly secured).  Interest payments and principal security appear adequate for the present but certain protective 

elements may be lacking or may be characteristically unreliable over any great length of time.  Such bonds lack 

outstanding investment characteristics and in fact have speculative characteristics as well.  Bonds which are rated Ba 

are judged to have speculative elements; their future cannot be considered as well-assured.  Often the protection of 

interest and principal payments may be very moderate and thereby not well safeguarded during both good and bad 
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times over the future.  Uncertainty of position characterizes bonds in this class.  Bonds which are rated B generally 

lack characteristics of the desirable investment.  Assurance of interest and principal payments or of maintenance of 

other terms of the contract over any long period of time may be small. 

 

Moody’s bond ratings, where specified, are applied to financial contracts, senior bank obligations and 

insurance company senior policyholder and claims obligations with an original maturity in excess of one-year.  

Obligations relying upon support mechanisms such as letters-of-credit and bonds of indemnity are excluded unless 

explicitly rated. 

 

Obligations of a branch of a bank are considered to be domiciled in the country in which the branch is 

located.  Unless noted as an exception, Moody’s rating on a bank’s ability to repay senior obligations extends only 

to branches located in countries which carry a Moody’s sovereign rating. Such branch obligations are rated at the 

lower of the bank’s rating or Moody’s sovereign rating for the bank deposits for the country in which the branch is 

located. 

When the currency in which an obligation is denominated is not the same as the currency of the country in which the 

obligation is domiciled, Moody’s ratings do not incorporate an opinion as to whether payment of the obligation will 

be affected by the actions of the government controlling the currency of denomination.  In addition, risk associated 

with bilateral conflicts between an investor’s home country and either the issuer’s home country or the country 

where an issuer branch is located are not incorporated into Moody’s ratings. 

 

Moody’s makes no representation that rated bank obligations or insurance company obligations are exempt 

from registration under the 1933 Act or issued in conformity with any other applicable law or regulation.  Nor does 

Moody’s represent that any specific bank or insurance company obligation is legally enforceable or is a valid senior 

obligation of a rated issuer. 

 

Moody’s ratings are opinions, not recommendations to buy or sell, and their accuracy is not guaranteed.  A 

rating should be weighed solely as one factor in an investment decision and you should make your own study and 

evaluation of any issuer whose securities or debt obligations you consider buying or selling. 

 

Fitch 

Bonds rated AAA by Fitch are judged by Fitch to be strictly high grade, broadly marketable, suitable for 

investment by trustees and fiduciary institutions liable to but slight market fluctuation other than through changes in 

the money rate.  The prime feature of an AAA bond is a showing of earnings several times or many times interest 

requirements, with such stability of applicable earnings that safety is beyond reasonable question whatever changes 

occur in conditions.  Bonds rated AA by Fitch are judged by Fitch to be of safety virtually beyond question and are 

readily salable, whose merits are not unlike those of the AAA class, but whose margin of safety is less strikingly 

broad.  The issue may be the obligation of a small company, strongly secured but influenced as to rating by the 

lesser financial power of the enterprise and more local type market. 

 

Bonds rated A are considered to be investment grade and of high credit quality.  The obligor’s ability to 

pay interest and repay principal is considered to be strong, but may be more vulnerable to adverse changes in 

economic conditions and circumstances than bonds with higher ratings. 

 

Bonds rated BBB are considered to be investment grade and of satisfactory credit quality.  The obligor’s 

ability to pay interest and repay principal is considered to be adequate.  Adverse changes in economic conditions and 

circumstances, however, are more likely to have adverse impact on these bonds, and therefore impair timely 

payment.  The likelihood that the ratings of these bonds will fall below investment grade is higher than for bonds 

with higher ratings.  Bonds rated BB are considered speculative.  The obligor’s ability to pay interest and repay 

principal may be affected over time by adverse economic changes.  However, business and financial alternatives can 

be identified which could assist the obligor in satisfying its debt service requirements.  Bonds rated B are considered 

highly speculative.  While bonds in this class are currently meeting debt service requirements, the probability of 

continued timely payment of principal and interest reflects the obligor’s limited margin of safety and the need for 

reasonable business and economic activity throughout the life of the issue. 

 

Thomson 
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Bonds rated AAA by Thomson BankWatch indicate that the ability to repay principal and interest on a 

timely basis is extremely high.  Bonds rated AA indicate a very strong ability to repay principal and interest on a 

timely basis, with limited incremental risk compared to issues rated in the highest category.  Bonds rated A indicate 

the ability to repay principal and interest is strong.  Issues rated A could be more vulnerable to adverse 

developments (both internal and external) than obligations with higher ratings. 

 

Bonds rated BBB (the lowest investment-grade category) indicate an acceptable capacity to repay principal 

and interest.  Issues rated “BBB” are, however, more vulnerable to adverse developments (both internal and 

external) than obligations with higher ratings. 

 

While not investment grade, the BB rating suggests that the likelihood of default is considerably less than 

for lower-rated issues.  However, there are significant uncertainties that could affect the ability to adequately service 

debt obligations. Issues rated B show a higher degree of uncertainty and therefore greater likelihood of default than 

higher-rated issues. Adverse developments could negatively affect the payment of interest and principal on a timely 

basis. 
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APPENDIX B 

 

Giant 5 Funds 

 

 
When Giant 5 Funds has the right to vote on the proxy of an underlying fund, we will vote these shares in the same proportion as the vote of all 

other holders of such security.  Our policy was adopted to ensure that our vote did not go against the will of the majority of all other holders of 

such security.  Because we are a fund of funds, we have determined that it is not our cause to effect change to our underlying funds that is 
contrary to the will of the majority of all other holders of such security. 
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APPENDIX C 

 

 

The Willis Group, Inc. 

Proxy Voting Policy 

 
When The Willis Group has the right to vote on the proxy of an underlying fund, as the Investment Advisor, we will vote these shares in the same 

proportion as the vote of all other holders of such security.  Our policy was adopted to ensure that our vote did not go against the will of the 

majority of all other holders of such security.  Because we are a fund of funds, we have determined that it is not our cause to effect change to our 
underlying funds that is contrary to the will of the majority of all other holders of such security. 


