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THE TRUST 

The Fulcrum Diversified Absolute Fund is a diversified series of Northern Lights Fund Trust IV, a Delaware 

statutory trust organized on June 2, 2015 (the “Trust”). The Trust is registered as an open-end management 

investment company. The Trust is governed by its Board of Trustees (the “Board”). 

The Fund may issue an unlimited number of shares of beneficial interest. All shares have equal rights and 

privileges. Each share of the Fund is entitled to one vote on all matters as to which shares are entitled to vote. In 

addition, each share of the Fund is entitled to participate equally with other shares (i) in dividends and 

distributions declared by the Fund and (ii) on liquidation to its proportionate share of the assets remaining after 

satisfaction of outstanding liabilities. Shares of the Fund are fully paid, non-assessable and fully transferable when 

issued and have no pre-emptive, conversion or exchange rights. Fractional shares have proportionately the same 

rights, including voting rights, as are provided for a full share. 

The Fund’s investment objective, restrictions and policies are more fully described here and in the Prospectus. 

The Board may add classes to and reclassify the shares of the Fund, start other series and offer shares of a new 

fund under the Trust at any time. 

The Fund offers three classes of shares:  Super Institutional Class, Institutional Class and Advisor Class shares.  

Each share class represents an interest in the same assets of the Fund, has the same rights and is identical in all 

material respects except that (i) each class of shares may be subject to different (or no) sales loads; (ii) each class 

of shares may bear different (or no) distribution fees; (iii) each class of shares may have different shareholder 

features, such as minimum investment amounts; (iv) certain other class-specific expenses will be borne solely by 

the class to which such expenses are attributable, including transfer agent fees attributable to a specific class of 

shares, printing and postage expenses related to preparing and distributing materials to current shareholders of a 

specific class, registration fees paid by a specific class of shares, the expenses of administrative personnel and 

services required to support the shareholders of a specific class, litigation or other legal expenses relating to a 

class of shares, Board fees or expenses paid as a result of issues relating to a specific class of shares and 

accounting fees and expenses relating to a specific class of shares and (v) each class has exclusive voting rights 

with respect to matters relating to its own distribution arrangements. The Board may classify and reclassify the 

shares of the Fund into additional classes of shares at a future date. 

Under the Trust’s Agreement and Declaration of Trust, each Trustee will continue in office until the termination 

of the Trust or his/her earlier death, incapacity, resignation or removal. Shareholders can remove a Trustee to the 

extent provided by the Investment Company Act of 1940, as amended (the “1940 Act”) and the rules and 

regulations promulgated thereunder and the Delaware Statutory Trust Act. Vacancies may be filled by a majority 

of the remaining Trustees, except insofar as the 1940 Act may require the election by shareholders. The Delaware 

Statutory Trust Act does not require annual shareholders’ meetings. As a result, normally no annual or regular 

meetings of shareholders will be held unless matters arise requiring a vote of shareholders under the Agreement 

and Declaration of Trust or the 1940 Act. 

INVESTMENT POLICIES 

The discussion below supplements information contained in the Fund’s Prospectus as to the permitted 

investments, investment policies and risks of the Fund. 

Investment in the Subsidiary 

The Fund may invest up to 25% of its assets in a wholly-owned and controlled Cayman Islands subsidiary 

(“Subsidiary”). It is expected that the Subsidiary will invest primarily in commodity futures and options and other 

commodity-linked derivative instruments. In addition, the Subsidiary may also invest in financial futures, option 

and swap contracts, fixed income securities and structured notes, including those that are not registered pursuant 

to the Investment Company Act of 1940, as amended (the “1940 Act”), and other investments intended to serve as 

margin or collateral for the Subsidiary’s derivatives positions. As a result, the Fund may be considered to be 

investing indirectly in these investments through its Subsidiary. For that reason, and for the sake of convenience, 

references in this SAI to the Fund may also include the Subsidiary. The Subsidiary’s key financial information is 
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presented with that of the Fund in the form of consolidated financial statements included in the Fund’s annual and 

semi-annual reports to shareholders. Copies of the reports are provided without charge upon request. 

The Subsidiary is a company organized under the laws of the Cayman Islands, whose registered office is located 

at the offices of Maples and Calder, PO Box 309, Ugland House, Grand Cayman, KY1-1104, Cayman Islands, 

Cayman Islands. The Subsidiary’s affairs are overseen by its own board of directors consisting of three directors, 

one of which is not an interested person of the Subsidiary and the Fund, and therefore, is an independent director. 

The Subsidiary has entered into a separate contract with the Adviser for the management of the Subsidiary’s 

portfolio pursuant to which the Subsidiary pays the Adviser a management fee for its services. The Adviser has 

contractually agreed to waive the management fee it receives from the Fund in an amount equal to the 

management fee paid to the Adviser by the Subsidiary. As a result, the Fund's investment in the Subsidiary will 

not result in the Fund paying duplicative management fees. The Subsidiary will bear the fees and expenses 

incurred in connection with the custody, transfer agency, and audit services that it receives, which are specific to 

the Subsidiary and its operations and not duplicative of services provided to the Fund. The Fund expects that the 

expenses borne by its Subsidiary will not be material in relation to the value of the Fund’s assets. Please refer to 

the section in this SAI titled “Distributions and Tax Information” for information about certain tax aspects of the 

Fund’s investment in the Subsidiary.  

The Subsidiary is not registered as an investment company under the 1940 Act, and as a result, the Fund, as the 

sole shareholder of the Subsidiary, will not have all of the protections offered to investors in registered investment 

companies. As noted elsewhere in this SAI, however, the Subsidiary has agreed to be subject to certain provisions 

of the 1940 Act that further investor protection. Most notably, the Subsidiary has agreed to comply with the 1940 

Act's restrictions under Section 17 related to custody and Section 18 related to leverage and borrowing. In 

addition, because the Fund wholly owns and controls the Subsidiary, and the Fund and the Subsidiary are each 

managed by the Adviser, it is unlikely that the Subsidiary will take action contrary to the interests of the Fund or 

the Fund's shareholders. The Board has oversight responsibility for the investment activities of the Fund, 

including its investment in the Subsidiary, and the Fund’s role as the sole shareholder of the Subsidiary. Also, in 

managing the Subsidiary’s portfolio, the Adviser will be subject to the same fundamental and certain other 

investment restrictions (except for the restriction on the purchase and sale of commodities and commodities 

contracts applicable to the Fund) and will follow substantially the same compliance policies and procedures as the 

Fund to the extent they are applicable to the activities of the Subsidiary.  

The Commodity Futures Trading Commission (“CFTC”) regulates the trading of commodity interests, including 

commodity futures contracts, options on commodity futures, and swaps (which includes cash-settled currency 

forwards and swaps). The Subsidiary and the Fund are considered commodity pools by the CFTC subject to 

compliance with applicable provisions of the Commodity Exchange Act and CFTC regulations, and the Adviser is 

subject to CFTC regulation as the commodity pool operator (the “CPO”) of the Subsidiary and Fund. As a result, 

the Fund is subject to regulation by both the SEC and the CFTC, which could increase compliance costs of the 

Subsidiary and the Fund. The Adviser relies on the “substituted compliance” regulatory scheme, whereby 

compliance with certain SEC rules will result in deemed compliance with certain CFTC rules with respect to 

disclosure and reporting requirements. As a result, the Adviser’s, Fund’s, and Subsidiary’s newly required 

compliance with applicable CEA provisions and CFTC regulations has not, to date, materially adversely affected 

the operation or financial performance of the Fund and the Subsidiary. However, the CFTC’s regulation of 

registered investment companies is still a developing area of regulation, and as such, the Fund is subject to the 

risk that new regulations adopted by the CFTC in the future may adversely affect the operations and financial 

performance of the Fund and the Subsidiary and ultimately, the ability of each to achieve their respective 

investment objectives. If the Fund or the Subsidiary was to experience difficulty in implementing their respective 

investment strategies or achieving their respective investment objectives, the Board may determine to reorganize 

or close the Fund and/or the Subsidiary or to materially change the Fund’s investment objective and strategies. 

Changes in the laws of the United States and/or the Cayman Islands, under which the Fund and the Subsidiary are 

organized, could result in the inability of the Fund and/or the Subsidiary to operate as described in this SAI and 

could negatively affect the Fund and their shareholders. For example, the Cayman Islands do not currently impose 
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any income, corporate or capital gains tax, estate duty, inheritance tax, gift tax or withholding tax on the 

Subsidiary. If Cayman Islands law changes such that the Subsidiary must pay Cayman Islands taxes, Fund 

shareholders would likely suffer decreased investment returns. 

Diversification 

The Fund is diversified under applicable federal securities laws. This means that as to 75% of its total assets 

(1) no more than 5% may be invested in the securities of a single issuer, and (2) it may not hold more than 10% of 

the outstanding voting securities of a single issuer. However, the diversification of a mutual fund’s holdings is 

measured at the time the fund purchases a security and if the Fund purchases a security and holds it for a period of 

time, the security may become a larger percentage of the Fund’s total assets due to movements in the financial 

markets. If the market affects several securities held by the Fund, the Fund may have a greater percentage of its 

assets invested in securities of fewer issuers. Accordingly, the Fund is subject to the risk that its performance may 

be hurt disproportionately by the poor performance of relatively few securities despite qualifying as a diversified 

fund. 

Percentage Limitations 

Whenever an investment policy or limitation states a maximum percentage of the Fund’s assets that may be 

invested in any security or other asset, or sets forth a policy regarding quality standards, such standard or 

percentage limitation will be determined immediately after and as a result of the Fund’s acquisition or sale of such 

security or other asset. Accordingly, except with respect to borrowing and illiquid securities, any subsequent 

change in values, net assets or other circumstances will not be considered in determining whether an investment 

complies with the Fund’s investment policies and limitations. In addition, if a bankruptcy or other extraordinary 

event occurs concerning a particular investment by the Fund, the Fund may receive stock, real estate or other 

investments that the Fund would not, or could not buy. If this happens the Fund would sell such investments as 

soon as practicable while trying to maximize the return to its shareholders. 

The Fund may invest in the following types of investments, each of which is subject to certain risks, as discussed 

below: 

Arbitrage 

Employing arbitrage and alternative strategies has the risk that anticipated opportunities do not play out as 

planned, resulting in potentially reduced returns or losses to the Fund as it unwinds failed trades. 

Commodities 

Exposure to the commodities markets may subject the Fund to greater volatility than investments in traditional 

securities. The value of commodity-linked derivative investments may be affected by changes in overall market 

movements, commodity index volatility, changes in interest rates, or sectors affecting a particular industry or 

commodity, such as drought, floods, weather, embargoes, tariffs and international economic, political and 

regulatory developments. 

Counterparty 

The Fund will be subject to credit risk with respect to the counterparties to the derivative contracts (whether a 

clearing corporation in the case of exchange-traded instruments or another third party in the case of over-the-

counter instruments) and other instruments entered into directly by the Fund or held by special purpose or 

structured vehicles in which the Fund invests. If a counterparty becomes bankrupt or insolvent or otherwise fails 

to perform its obligations to the Fund due to financial difficulties, the Fund may experience significant losses or 

delays in obtaining any recovery (including recovery of any collateral it has provided to the counterparty) in a 

dissolution, assignment for the benefit of creditors, liquidation, winding-up, bankruptcy or other analogous 

proceeding. In addition, in the event of the bankruptcy or insolvency of a counterparty to a derivative transaction, 

the derivative transaction would typically be terminated at its fair market value. If the Fund is owed this fair 

market value in the termination of the derivative transaction and its claim is unsecured, the Fund will likely be 

treated as a general creditor of such counterparty, and may not have any claim with respect to any underlying 
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security or asset. The Fund may obtain only a limited recovery, or no recovery, in such circumstances. 

Counterparty risk with respect to certain exchange-traded and over-the-counter derivatives may be further 

complicated by U.S. financial reform legislation. 

Credit 

Credit risk refers to the possibility that the issuer of a security or the issuer of the reference asset of a derivative 

instrument will not be able to make principal and interest payments when due. Changes in an issuer’s credit rating 

or the market’s perception of an issuer’s creditworthiness may also affect the value of the Fund’s investment in 

that issuer. Securities rated in the four highest categories by the rating agencies are considered investment grade 

but they may also have some speculative characteristics. Investment grade ratings do not guarantee that bonds will 

not lose value. 

Derivatives 

Some of the instruments in which the Fund may invest may be referred to as “derivatives,” because their value 

“derives” from the value of an underlying asset, reference rate or index. These instruments include futures 

contracts, forward interest rate contracts, swap agreements and similar instruments. The market value of 

derivative instruments and securities sometimes may be more volatile than those of other instruments and each 

type of derivative instrument may have its own special risks. 

Some over-the-counter derivative instruments may expose the Fund to the credit risk of its counterparty. In the 

event the counterparty to such a derivative instrument becomes insolvent, the Fund potentially could lose all or a 

large portion of its investment in the derivative instrument. 

Investing for hedging purposes or to increase the Fund’s return may result in certain additional transaction costs 

that may reduce the Fund’s performance. In addition, when used for hedging purposes, no assurance can be given 

that each derivative position will achieve a close correlation with the security or currency that is the subject of the 

hedge, or that a particular derivative position will be available when sought by the Adviser. While hedging 

strategies involving derivatives 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. Use of derivatives and other 

forms of leverage by the Fund may require the Fund to liquidate portfolio positions when it may not be 

advantageous to do so to satisfy its obligations or to meet segregation requirements. Increases and decreases in the 

value of the Fund’s portfolio may be magnified when the Fund uses leverage. Certain derivatives may create a 

risk of loss greater than the amount invested. 

Forward Contracts. The Fund may invest in forward contracts for investment or hedging purposes. A forward 

contract involves a negotiated obligation to purchase or sell a specific asset at a future date (with or without 

delivery required), which may be any fixed number of days from the date of the contract agreed upon by the 

parties, at a price set at the time of the contract. Risks associated with forwards include: (i) there may be an 

imperfect correlation between the movement in prices of forward contracts and the securities underlying them; (ii) 

there may not be a liquid market for forwards; and (iii) forwards may be difficult to accurately value. Forwards 

are also subject to credit risk, liquidity risk and leverage risk, each of which is further described elsewhere in this 

section. 

The Fund may engage in non-deliverable forward transactions. A non-deliverable forward transaction is a 

transaction that represents an agreement between the Fund and a counterparty (usually a commercial bank) to buy 

or sell a specified (notional) amount of a particular currency at an agreed-upon foreign exchange rate on an 

agreed-upon future date. The non-deliverable forward transaction position is closed using a fixing rate, as defined 

by the central bank in the country of the currency being traded, that is generally publicly stated within one or two 

days prior to the settlement date. Unlike other currency transactions, there is no physical delivery of the currency 

on the settlement of a non-deliverable forward transaction. Rather, the Fund and the counterparty agree to net the 

settlement by making a payment in U.S. dollars or another fully convertible currency that represents any 

differential between the foreign exchange rate agreed upon at the inception of the non-deliverable forward 

agreement and the actual exchange rate on the agreed upon future date. Thus, the actual gain or loss of a given 

non-deliverable forward transaction is calculated by multiplying the transaction's notional amount by the 
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difference between the agreed upon forward exchange rate and the actual exchange rate when the transaction is 

completed. Under definitions adopted by the CFTC and SEC, many non-deliverable foreign currency forwards are 

regulated as swaps for certain purposes, including determination of whether such instruments need to be 

exchange-traded and centrally cleared. These changes are expected to reduce counterparty/credit risk as compared 

to bi-laterally negotiated contracts. 

Open positions in forwards will be covered by the segregation or “earmarking” of assets determined to be liquid, 

and are marked to market daily, if required by the 1940 Act. 

Futures Contracts. The Fund may purchase interest rate and Treasury futures contracts (“financial futures”). 

Interest rate futures contracts obligate the long or short holder to take or make delivery of a specified quantity of a 

financial instrument during a specified future period at a specified price. Financial futures are typically cash 

settled or alternatively, may be physically settled on occasion. 

There are special risks associated with entering into financial futures contracts. The skills needed to use financial 

futures contracts effectively are different from those needed to select the Fund’s fixed income investments. There 

may be an imperfect correlation between the price movements of financial futures contracts and the price 

movements of the securities in which the Fund invests. There is also a risk that the Fund will be unable to close a 

futures position when desired because there is no liquid secondary market for it. 

The risk of loss in trading financial futures can be substantial due to the low margin deposits required and the 

extremely high degree of leverage involved in futures pricing. Relatively small price movements in a financial 

futures contract could have an immediate and substantial impact, which may be favorable or unfavorable to the 

Fund. It is possible for a price-related loss to exceed the amount of the Fund’s margin deposit. 

Although some financial futures contracts by their terms call for the actual delivery or acquisition of securities at 

expiration, in most cases the contractual commitment is closed out before expiration. The offsetting of a 

contractual obligation is accomplished by purchasing (or selling as the case may be) on a commodities or futures 

exchange an identical financial futures contract calling for delivery in the same month. Such a transaction, if 

effected through a member of an exchange, cancels the obligation to make or take delivery of the securities. The 

Fund will incur brokerage fees when it purchases or sells financial futures contracts, and will be required to 

maintain margin deposits. If a liquid secondary market does not exist when the Fund wishes to close out a 

financial futures contract, it will not be able to do so and will continue to be required to make daily cash payments 

of variation margin in the event of adverse price movements. There is no assurance that the Fund will be able to 

enter into closing transactions. 

The Fund may enter into futures contracts on other underlying assets or indexes, including physical commodities 

and indexes of physical commodities. 

At any time prior to expiration of a futures contract, the Fund may seek to close the position by taking an opposite 

position which would typically operate to terminate the Fund’s position in the futures contract. A final 

determination of any variation margin is then made, additional cash is required to be paid by or released to the 

Fund and the Fund realizes a loss or gain. 

Interest Rate or Financial Futures Contracts. The Fund may invest in interest rate or financial futures contracts. 

Bond prices are established in both the cash market and the futures market. In the cash market, bonds are 

purchased and sold with payment for the full purchase price of the bond being made in cash, generally within five 

business days after the trade. In the futures market, a contract is made to purchase or sell a bond in the future for a 

set price on a certain date. Historically, the prices for bonds established in the futures markets have generally 

tended to move in the aggregate in concert with cash market prices, and the prices have maintained fairly 

predictable relationships. 

The sale of an interest rate or financial futures contract by the Fund would create an obligation by the Fund, as 

seller, to deliver the specific type of financial instrument called for in the contract at a specific future time for a 

specified price. A futures contract purchased by the Fund would create an obligation by the Fund, as purchaser, to 

take delivery of the specific type of financial instrument at a specific future time at a specific price. The specific 
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securities delivered or taken, respectively, at settlement date, would not be determined until at or near that date. 

The determination would be in accordance with the rules of the exchange on which the futures contract sale or 

purchase was made. 

Although interest rate or financial futures contracts by their terms call for actual delivery or acceptance of 

securities, in most cases the contracts are closed out before the settlement date without delivery of securities. 

Closing out of a futures contract sale is effected by the Fund’s entering into a futures contract purchase for the 

same aggregate amount of the specific type of financial instrument and the same delivery date. If the price in the 

sale exceeds the price in the offsetting purchase, the Fund is paid the difference and thus realizes a gain. If the 

offsetting purchase price exceeds the sale price, the Fund pays the difference and realizes a loss. Similarly, the 

closing out of a futures contract purchase is effected by the Fund’s entering into a futures contract sale. If the 

offsetting sale price exceeds the purchase price, the Fund realizes a gain, and if the purchase price exceeds the 

offsetting sale price, the Fund realizes a loss. 

The exchange typically guarantees performance under contract provisions through a clearing corporation, a 

nonprofit organization managed by the exchange membership. Domestic interest rate futures contracts may be 

traded in an auction environment on the floor of an exchange, such as the Chicago Mercantile Exchange. A public 

market now exists in domestic futures contracts covering various financial instruments including long-term 

United States Treasury bonds and notes, GNMA modified pass-through mortgage-backed securities, three-month 

United States Treasury bills, and 90-day commercial paper. The Fund may trade in any futures contract for which 

there exists a public market, including, without limitation, the foregoing instruments. International interest rate 

futures contracts are traded on various international exchanges. Engaging in futures contracts on international 

exchanges may involve additional risks, including varying regulatory standards and supervision, fewer laws to 

protect investors, greater counterparty risk, greater transaction costs, greater volatility, and less liquidity, which 

could make it difficult for the fund to transact. 

Interest Rate and Total Return Swap Agreements. The Fund may purchase interest rate swaps which are typically 

subject to exchange trading and clearing requirements. The Fund may use interest rate swaps to increase or 

decrease exposure to a particular interest rate or rates, which may result in the Fund experiencing a gain or loss 

depending on whether the interest rates increased or decreased during the term of the agreement. For temporary, 

defensive purposes only, the Fund may also engage in total return swaps, in which payments made by the Fund or 

the counterparty are based on the total return of a particular reference asset or assets (such as a fixed income 

security, a combination of securities, or an index). The value of the Fund’s swap positions would increase or 

decrease depending on the changes in value of the underlying rates, currency values, volatility or other indices or 

measures. Caps and floors have an effect similar to buying or writing options. Depending on how they are used, 

swap agreements may increase or decrease the overall volatility of the Fund’s investments and its share price. The 

Fund’s ability to engage in certain swap transactions may be limited by tax considerations. 

The Fund’s ability to realize a profit from over-the-counter transactions will depend on the ability of the financial 

institutions with which it enters into the transactions to meet their obligations to the Fund. If a counterparty’s 

creditworthiness declines, the value of the agreement would be likely to decline, potentially resulting in losses. If 

a default occurs by the other party to such transaction, the Fund will have contractual remedies pursuant to the 

agreements related to the transaction, which may be limited by applicable law in the case of a counterparty’s 

insolvency. Under certain circumstances, suitable transactions may not be available to the Fund, or the Fund may 

be unable to close out its position under such transactions at the same time, or at the same price, as if it had 

purchased comparable publicly traded securities. Over-the-counter swaps carry counterparty risks that cannot be 

fully anticipated. Also, because, in some cases, swap transactions involve a contract between the two parties, such 

swap investments can be extremely illiquid, as it is uncertain as to whether another counterparty would wish to 

take assignment of the rights under the swap contract at a price acceptable to the Fund. 

The Fund may enter into swap agreements that would calculate the obligations of the parties to the agreement on a 

“net basis.” Consequently, the 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”). The Fund’s current obligations under a swap 
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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. A Fund’s swap agreements will be segregated in order to ensure that that Fund has assets available to 

satisfy its obligations under a swap agreement. 

Credit Default Swaps. The Fund may purchase credit default swaps. A credit default swap is an agreement 

between the Fund and a counterparty that enables the Fund to buy or sell protection against a credit event related 

to a particular issuer. One party, acting as a protection buyer, makes periodic payments, which may be based on, 

among other things, a fixed or floating rate of interest, to the other party, a protection seller, in exchange for a 

promise by the protection seller to make a payment to the protection buyer if a negative credit event (such as a 

delinquent payment or default) occurs with respect to a referenced bond or group of bonds. Credit default swaps 

may also be structured based on the debt of a basket of issuers, rather than a single issuer, and may be customized 

with respect to the default event that triggers purchase or other factors, or defaults by a particular combination of 

issuers within the basket, may trigger a payment obligation). As a credit protection seller in a credit default swap 

contract, the Fund would be required to pay the par (or other agreed-upon) value of a referenced debt obligation to 

the counterparty following certain negative credit events as to a specified third-party debtor, such as default by a 

U.S. or non-U.S. corporate issuer on its debt obligations. In return for its obligation, the Fund would receive from 

the counterparty a periodic stream of payments, which may be based on, among other things, a fixed or floating 

rate of interest, over the term of the contract provided that no event of default has occurred. If no default occurs, 

the Fund would keep the stream of payments, and would have no payment obligations to the counterparty. The 

Fund may sell credit protection in order to earn additional income and/or to take a synthetic long position in the 

underlying security or basket of securities. 

The Fund may enter into credit default swap contracts as protection buyer in order to hedge against the risk of 

default on the debt of a particular issuer or basket of issuers or attempt to profit from a deterioration or perceived 

deterioration in the creditworthiness of the particular issuer(s) (also known as buying credit protection). This 

would involve the risk that the investment may expire worthless and would only generate gain in the event of an 

actual default by the issuer(s) of the underlying obligation(s) (or, as applicable, a credit downgrade or other 

indication of financial instability). It would also involve the risk that the seller may fail to satisfy its payment 

obligations to the Fund. The purchase of credit default swaps involves costs, which will reduce the Fund’s return. 

Credit default swaps involve a number of special risks. A protection seller may have to pay out amounts following 

a negative credit event greater than the value of the reference obligation delivered to it by its counterparty and the 

amount of periodic payments previously received by it from the counterparty. When the Fund acts as a seller of a 

credit default swap, it is exposed to, among other things, leverage risk because if an event of default occurs the 

seller must pay the buyer the full notional value of the reference obligation. While certain types of credit default 

swaps are subject to clearing requirements, each party to an over-the-counter credit default swap is subject to the 

credit risk of its counterparty (the risk that its counterparty may be unwilling or unable to perform its obligations 

on the swap as they come due). The value of the credit default swap to each party will change based on changes in 

the actual or perceived creditworthiness of the underlying issuer. 

A protection buyer may lose its investment and recover nothing should an event of default not occur. The Fund 

may seek to realize gains on its credit default swap positions, or limit losses on its positions, by selling those 

positions in the secondary market. There can be no assurance that a liquid secondary market will exist at any 

given time for any particular credit default swap or for credit default swaps generally. 

The market for credit default swaps has become more volatile in recent years as the creditworthiness of certain 

counterparties has been questioned and/or downgraded. The parties to a credit default swap may be required to 

post collateral to each other, and the Fund may need to post collateral to a clearinghouse for cleared credit default 

swaps. If the Fund posts initial or periodic collateral to a counterparty, it may not be able to recover that collateral 

from the counterparty in accordance with the terms of the swap. In addition, if the Fund receives collateral from 

its counterparty, it may be delayed or prevented from realizing on the collateral in the event of the insolvency or 

bankruptcy of the counterparty. The Fund may exit its obligations under a credit default swap only by terminating 
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the contract and paying applicable breakage fees, or by entering into an offsetting credit default swap position, 

which may cause the Fund to incur more losses. 

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 the Fund is the buyer, the Fund will 

segregate or “earmark” cash or assets determined to be liquid, 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 the Fund is the 

seller, the Fund will segregate or “earmark” cash or assets determined to be liquid, 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” seeks to 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. However, such segregation or “earmarking” will not limit the Fund’s exposure to loss.  

Emerging Markets 

The Fund may also invest in developing or emerging market securities. The considerations noted above regarding 

the risk of investing in foreign securities are generally more significant for investments in emerging or developing 

countries, such as countries in Eastern Europe, Latin America, South America or Southeast Asia. These countries 

may have relatively unstable governments and securities markets in which only a small number of securities trade. 

Markets of developing or emerging countries may generally be more volatile than markets of developed countries. 

Investment in these markets may involve significantly greater risks, as well as the potential for greater gains. 

Equity Securities 

All investments in equity securities are subject to market risks that may cause their prices to fluctuate over 

time. Historically, the equity markets have moved in cycles and the value of the securities in the Fund’s portfolio 

may fluctuate substantially from day to day. Owning an equity security can also subject the Fund to the risk that 

the issuer may discontinue paying dividends. 

Common Stocks. A common stock represents a proportionate share of the ownership of a company and its value is 

based on the success of the company’s business, any income paid to stockholders, the value of its assets, and 

general market conditions. In addition to the general risks set forth above, investments in common stocks are 

subject to the risk that in the event a company in which the Fund invests is liquidated, the holders of preferred 

stock and creditors of that company will be paid in full before any payments are made to the Fund as a holder of 

common stock. It is possible that all assets of that company will be exhausted before any payments are made to 

the Fund. 

Convertible Securities. The Fund may invest in convertible securities. Traditional convertible securities include 

corporate bonds, notes and preferred stocks that may be converted into or exchanged for common stock, and other 

securities that also provide an opportunity for equity participation. These securities are convertible either at a 

stated price or a stated rate (that is, for a specific number of shares of common stock or other security). As with 

other fixed income securities, the price of a convertible security generally varies inversely with interest rates. 

While providing a fixed income stream, a convertible security also affords the investor an opportunity, through its 

conversion feature, to participate in the capital appreciation of the common stock into which it is convertible. As 

the market price of the underlying common stock declines, convertible securities tend to trade increasingly on a 

yield basis and so may not experience market value declines to the same extent as the underlying common stock. 

When the market price of the underlying common stock increases, the price of a convertible security tends to rise 

as a reflection of higher yield or capital appreciation. In such situations, the Fund may have to pay more for a 

convertible security than the value of the underlying common stock. 

Initial Public Offerings. The Fund may purchase shares in initial public offerings (“IPOs”). Because IPO shares 

frequently are volatile in price, the 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 to the Fund, such as brokerage 

commissions and transaction costs. By selling shares, the Fund may realize taxable capital gains that it will 

subsequently distribute to shareholders. Investing in IPOs increases risk because IPO shares are frequently 
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volatile in price. As a result, their performance can be more volatile and they face greater risk of business failure, 

which could increase the volatility of the Fund’s portfolio. 

Preferred Stock. Preferred stocks are equity securities that often pay dividends at a specific rate and have a 

preference over common stocks in dividend payments and liquidation of assets. A preferred stock has a blend of 

the characteristics of a bond and common stock. It can offer the higher yield of a bond and has priority over 

common stock in equity ownership, but does not have the seniority of a bond and, unlike common stock, its 

participation in the issuer’s growth may be limited. Although the dividend is set at a fixed annual rate, in some 

circumstances it can be changed or omitted by the issuer. 

Rights and Warrants. The Fund may invest in rights and warrants. A right is a privilege granted to existing 

shareholders of a corporation to subscribe to shares of a new issue of common stock and it is issued at a 

predetermined price in proportion to the number of shares already owned. Rights normally have a short life, 

usually two to four weeks, are freely transferable and entitle the holder to buy the new common stock at a lower 

price than the current market. Warrants are options to purchase equity securities at a specific price for a specific 

period of time. They do not represent ownership of the securities, but only the right to buy them. Hence, warrants 

have no voting rights, pay no dividends and have no rights with respect to the assets of the corporation issuing 

them. The value of warrants is derived solely from capital appreciation of the underlying equity securities. 

Warrants differ from call options in that the underlying corporation issues warrants, whereas call options may be 

written by anyone. 

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

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

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

value is influenced by the value of the underlying security, their value does not necessarily change with the value 

of the underlying securities, and they cease to have value if they are not exercised on or before their expiration 

date. Investing in rights and warrants increases the potential profit or loss to be realized from the investment as 

compared with investing the same amount in the underlying securities. 

Exchange Traded Notes (“ETNs”) 

The Fund may gain exposure to the commodities markets through investments in ETNs, the value of which may 

be influenced by, among other things, time to maturity, level of supply and demand for the ETN, volatility and 

lack of liquidity in underlying markets, the performance of the reference instrument, changes in the issuer’s credit 

rating and economic, legal, political or geographic events that affect the reference instrument. An ETN that is tied 

to a reference instrument, such as a commodities based index, may not replicate the performance of the reference 

instrument.  

Foreign Investments 

The Fund may make investments in securities of non-U.S. issuers (“foreign securities”). Such securities include 

Depositary Receipts (“DRs”), which are American Depositary Receipts (“ADRs”), European Depositary Receipts 

(“EDRs”), Global Depositary Receipts (“GDRs”) or other forms of DRs. DRs are receipts typically issued in 

connection with a U.S. or foreign bank or trust company which evidence ownership of underlying securities 

issued by a non-U.S. company. 

ADRs are depositary receipts for foreign securities denominated in U.S. dollars and traded on U.S. securities 

markets. These securities may not necessarily be denominated in the same currency as the securities for which 

they may be exchanged. These are certificates evidencing ownership of shares of a foreign-based issuer held in 

trust by a bank or similar financial institutions. Designed for use in U.S. securities markets, ADRs are alternatives 

to the purchase of the underlying securities in their national market and currencies. ADRs may be purchased 

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 depositary 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 
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distribute shareholder communications received from the issuer of the deposited security or to pass through voting 

rights to the holders of such receipts of the deposited securities. 

Investments in foreign securities involve certain inherent risks, including the following: 

Political and Economic Factors. Individual economies of certain countries may differ favorably or unfavorably 

from the United States’ economy in such respects as growth of gross national product, rate of inflation, capital 

reinvestment, resource self-sufficiency, diversification and balance of payments position. The internal politics of 

certain foreign countries may not be as stable as those of the United States. Governments in certain foreign 

countries also continue to participate to a significant degree, through ownership interest or regulation, in their 

respective economies. Action by these governments could include restrictions on foreign investment, 

nationalization, expropriation of goods or imposition of taxes, and could have a significant effect on market prices 

of securities and payment of interest. The economies of many foreign countries are heavily dependent upon 

international trade and are accordingly affected by the trade policies and economic conditions of their trading 

partners. Enactment by these trading partners of protectionist trade legislation could have a significant adverse 

effect upon the securities markets of such countries. 

Legal and Regulatory Matters. Certain foreign countries may have less supervision of securities markets, brokers 

and issuers of securities, and less financial information available to issuers, than is available in the United States. 

Currency Fluctuations. A change in the value of any foreign currency against the U.S. dollar will result in a 

corresponding change in the U.S. dollar value of an ADR’s underlying portfolio securities denominated in that 

currency. Such changes will affect the Fund to the extent that the Fund is invested in ADRs comprised of foreign 

securities. 

Foreign Taxes. The interest and dividends payable to the Fund on certain of the Fund’s foreign securities may be 

subject to foreign taxes or withholding, thus reducing the net amount of income available for distribution to Fund 

shareholders. The Fund may not be eligible to pass through to its shareholders any tax credits or deductions with 

respect to such foreign taxes or withholding. 

Hedging Transactions 

The Adviser employs various hedging techniques. The success of the Fund’s hedging strategy will be subject to 

the Adviser’s ability to correctly assess the degree of correlation between the performance of the instruments used 

in the hedging strategy and the performance of the investments in the portfolio being hedged. 

Since the characteristics of many securities change as markets change or time passes, the success of the Fund’s 

hedging strategy will also be subject to the Adviser’s ability to continually recalculate, readjust, and execute 

hedges in an efficient and timely manner. For a variety of reasons, the Adviser may not seek to establish a perfect 

correlation between such hedging instruments and the portfolio holdings being hedged. Such imperfect correlation 

may prevent the Fund from achieving the intended hedge or expose the Fund to risk of loss. In addition, it is not 

possible to hedge fully or perfectly against any risk, and hedging entails its own costs. 

Private Investments 

Private Placement and Restricted Securities. The Fund may invest in securities that are purchased in private 

placements and, accordingly, are subject to restrictions on resale as a matter of contract or under federal securities 

laws. Because there may be relatively few potential purchasers for such investments, especially under adverse 

market or economic conditions or in the event of adverse changes in the financial condition of the issuer, the Fund 

could find it more difficult to sell such securities when the Adviser believes it advisable to do so or may be able to 

sell such securities only at prices lower than if such securities were more widely held. At times, it may also be 

more difficult to determine the fair value of such securities for purposes of computing the Fund’s net asset value. 

While such private placements may offer attractive opportunities for investment not otherwise available on the 

open market, the securities so purchased are often restricted securities, i.e., securities which cannot be sold to the 

public without registration under the Securities Act or the availability of an exemption from registration (such as 
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Rules 144 or 144A), or which are not readily marketable because they are subject to other legal or contractual 

delays in or restrictions on resale. 

The absence of a trading market can make it difficult to ascertain a market value for illiquid investments. 

Disposing of illiquid investments may involve time-consuming negotiation and legal expenses, and it may be 

difficult or impossible for the Fund to sell them promptly at an acceptable price. The Fund may have to bear the 

extra expense of registering such securities for resale and the risk of substantial delay in effecting such 

registration. In addition, market quotations are less readily available. The judgment of the Adviser may at times 

play a greater role in valuing these securities than in the case of publicly traded securities. 

Generally speaking, restricted securities may be sold only to qualified institutional buyers, or in a privately 

negotiated transaction to a limited number of purchasers, or in limited quantities after they have been held for a 

specified period of time and other conditions are met pursuant to an exemption from registration, or in a public 

offering for which a registration statement is in effect under the Securities Act. The Fund may be deemed to be an 

underwriter for purposes of the Securities Act when selling restricted securities to the public, and in such event the 

Fund may be liable to purchasers of such securities if the registration statement prepared by the issuer, or the 

Prospectuses forming a part of it, is materially inaccurate or misleading. 

Redeemable Securities. Certain securities held by the Fund may permit the issuer at its option to call or redeem its 

securities. If an issuer were to redeem securities held by the Fund during a time of declining interest rates, the 

Fund may not be able to reinvest the proceeds in securities providing the same investment return as the securities 

redeemed. 

Hybrid Securities 

The Fund may acquire hybrid securities. A third party may create a hybrid security by combining an income-

producing debt security (“income producing component”) and the right to receive payment based on the change in 

the price of an equity security (“equity component”). The income-producing component is achieved by investing 

in non-convertible, income-producing securities such as bonds, preferred stocks and money market instruments, 

which may be represented by derivative instruments. The equity component is achieved by investing in securities 

or instruments such as cash-settled warrants to receive a payment based on whether the price of a common stock 

surpasses a certain exercise price. A hybrid security comprises two or more separate securities, each with its own 

market value. Therefore, the market value of a hybrid security is the sum of the values of its income-producing 

component and its equity component. 

Structured Investments. A structured investment is a security having a return tied to an underlying index or other 

security or asset class. Structured investments generally are individually negotiated agreements and may be traded 

over-the-counter. Structured investments are organized and operated to restructure the investment characteristics 

of the underlying security. This restructuring involves the deposit with or purchase by an entity, such as a 

corporation or trust, or specified instruments (such as commercial bank loans) and the issuance by that entity or 

one or more classes of securities (“structured securities”) backed by, or representing interests in, the underlying 

instruments. The cash flow on the underlying instruments may be apportioned among the newly issued structured 

securities to create securities with different investment characteristics, such as varying maturities, payment 

priorities and interest rate provisions, and the extent of such payments made with respect to structured securities is 

dependent on the extent of the cash flow on the underlying instruments. Because structured securities typically 

involve no credit enhancement, their credit risk generally will be equivalent to that of the underlying instruments. 

Investments in structured securities are generally of a class of structured securities that is either subordinated or 

unsubordinated to the right of payment of another class. Subordinated structured securities typically have higher 

yields and present greater risks than unsubordinated structured securities. Structured securities are typically sold 

in private placement transactions, and there currently is no active trading market for structured securities. 

Investments in government and government-related and restructured debt instruments are subject to special risks, 

including the inability or unwillingness to repay principal and interest, requests to reschedule or restructure 

outstanding debt and requests to extend additional loan amounts. 
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Investment in Other Investment Companies 

As with other investments, investments in other investment companies, including exchange traded funds 

(“ETFs”), are subject to market and selection risk. In addition, if the Fund acquires shares of investment 

companies, shareholders bear both their proportionate share of expenses in the Fund (including management and 

advisory fees) and, indirectly, the expenses of the investment companies. 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. The Fund could purchase an ETF to temporarily gain exposure to a portion of 

the U.S. or foreign market while awaiting an opportunity to purchase securities directly. The risks of owning an 

ETF generally reflect the risks of owning the underlying securities or commodities they are designed to track, 

although lack of liquidity in an ETF could result in it being more volatile than the underlying portfolio of 

securities or commodities and ETFs have management fees that increase their costs versus the costs of owning the 

underlying securities directly.  

The Fund may also invest in money market mutual funds. An investment in a money market mutual fund is not 

insured or guaranteed by a Federal Deposit Insurance Corporation or any other government agency. Although 

such funds seek to preserve the value of the Fund’s investment at $1.00 per share, it is possible to lose money by 

investing in a money market mutual fund. 

Management 

If the Fund’s investment committee members make poor investment decisions, it will negatively affect the Fund’s 

investment performance. 

Momentum Style 

Investing in or having exposure to securities with positive momentum entails investing in securities that have had 

above-average recent returns. These securities may be more volatile than a broad cross-section of securities. In 

addition, there may be periods when the momentum style is out of favor, and during which the investment 

performance of a fund using a momentum strategy may suffer. 

Mortgage-Backed Securities 

The Fund may invest in securities that directly or indirectly represent participations in, or are collateralized by, 

payable from, mortgage loans secured by real property (“Mortgage-Backed Securities”).  

Mortgage-Backed Securities represent direct or indirect participations in, or are secured by and payable from, 

mortgage loans secured by real property, and include single- and multi-class pass-through securities and 

collateralized mortgage obligations (“CMOs”). Such securities may be issued or guaranteed by U.S. Government 

agencies or instrumentalities, such as the Government National Mortgage Association (“GNMA”), commonly 

known as “Ginnie Mae,” Federal National Mortgage Association (“FNMA”), commonly known as “Fannie Mae,” 

Federal Home Loan Mortgage Corporation (“FHLMC”), commonly known as “Freddie Mae,” or by private 

issuers, generally originators and investors in mortgage loans, including savings associations, mortgage bankers, 

commercial banks, investment bankers and special purpose entities (collectively, “private lenders”). 

Mortgage-backed securities issued by private lenders may be supported by pools of mortgage loans or other 

mortgage-backed securities that are guaranteed, directly or indirectly, by the U.S. Government or one of its 

agencies or instrumentalities, or they may be issued without any governmental guarantee of the underlying 

mortgage assets but with some form of non-governmental credit enhancement. Until 2008, FNMA and FHLMC 

were government-sponsored corporations owned entirely by private stockholders. In September 2008, at the 

direction of the U.S. Department of the Treasury, FNMA and FHLMC were placed into conservatorship under the 

Federal Housing Finance Agency (“FHFA”). The U.S. Government also took steps to provide additional financial 

support to FNMA and FHLMC. No assurance can be given that the U.S. Treasury initiatives with respect to 

FNMA and FHLMC will be successful. 

Investing in mortgage-backed securities involves certain unique risks in addition to those generally associated 

with investing in fixed income securities and in the real estate industry in general. These unique risks include the 



 

13 

failure of a party to meet its commitments under the related operative documents, adverse interest rate changes 

and the effects of prepayments on mortgage cash flows. Mortgage-backed securities are “pass-through” securities, 

meaning that principal and interest payments made by the borrower on the underlying mortgages are passed 

through to the Fund. The value of mortgage-backed securities, like that of traditional fixed income securities, 

typically increases when interest rates fall and decreases when interest rates rise. However, mortgage-backed 

securities differ from traditional fixed income securities because of their potential for prepayment without penalty. 

The price paid by the Fund for its mortgage-backed securities, the yield the Fund expects to receive from such 

securities and the average life of the securities are based on a number of factors, including the anticipated rate of 

prepayment of the underlying mortgages. In a period of declining interest rates, borrowers may prepay the 

underlying mortgages more quickly than anticipated, thereby reducing the yield to maturity and the average life of 

the mortgage-backed securities. Moreover, when the Fund reinvests the proceeds of a prepayment in these 

circumstances, it will likely receive a rate of interest that is lower than the rate on the security that was prepaid. 

Municipal Securities 

The Fund may invest in municipal securities. Municipal securities are issued by the states, territories and 

possessions of the United States, their political subdivisions (such as cities, counties and towns) and various 

authorities (such as public housing or redevelopment authorities), instrumentalities, public corporations and 

special districts (such as water, sewer or sanitary districts) of the states, territories, and possessions of the United 

States or their political subdivisions. In addition, municipal securities include securities issued by or on behalf of 

public authorities to finance various privately operated facilities, such as industrial development bonds, that are 

backed only by the assets and revenues of the non-governmental user (such as hospitals and airports).  

Municipal securities are issued to obtain funds for a variety of public purposes, including general financing for 

state and local governments, or financing for specific projects or public facilities. Municipal securities are 

classified as general obligation or revenue bonds or notes. General obligation securities are secured by the issuer’s 

pledge of its full faith, credit and taxing power for the payment of principal and interest. Revenue securities are 

payable from revenue derived from a particular facility, class of facilities, or the proceeds of a special excise tax 

or other specific revenue source, but not from the issuer’s general taxing power. Private activity bonds and 

industrial revenue bonds do not carry the pledge of the credit of the issuing municipality, but generally are 

guaranteed by the corporate entity on whose behalf they are issued.  

Municipal leases are entered into by state and local governments and authorities to acquire equipment and 

facilities such as fire and sanitation vehicles, telecommunications equipment, and other assets. Municipal leases 

(which normally provide for title to the leased assets to pass eventually to the government 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 of many state constitutions and 

statutes 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 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. 

Shareholders should note that, although interest paid on municipal securities is generally exempt from regular 

federal income tax, the Fund does not anticipate holding municipal securities or shares of other regulated 

investment companies in sufficient quantities to qualify to pay exempt-interest dividends. As a result, distributions 

by the Fund to its shareholders are expected to be treated for federal income tax purposes as ordinary dividends 

without regard to the character in the hands of the Fund of any interest that it receives on municipal securities. 

Short Sales 

The Fund enters into a short sale by selling a security it has borrowed (typically from a broker or other 

institution). If the market price of a security increases after the Fund borrows the security, the Fund will suffer a 

(potentially unlimited) loss when it replaces the borrowed security at the higher price. In certain cases, purchasing 

a security to cover a short position can itself cause the price of the security to rise further, thereby exacerbating the 

loss. In addition, the Fund may not always be able to borrow the security at a particular time or at an acceptable 
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price. The Fund may also take a short position in a derivative instrument, such as a future, forward or swap. A 

short position in a derivative instrument involves the risk of a theoretically unlimited increase in the value of the 

underlying instrument. Short sales also involve transaction and other costs that will reduce potential Fund gains 

and increase potential Fund losses. 

Real Estate Investment Trusts  

A real estate investment trust (“REIT”) is a corporation, or a business trust that would otherwise be taxed as a 

corporation, which meets certain definitional requirements of the Internal Revenue Code of 1986, as amended (the 

“Code”). The Code permits a qualifying REIT to deduct dividends paid, thereby effectively eliminating corporate 

level federal income tax. 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) or 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 to shareholders annually a substantial portion of its otherwise taxable 

income. 

REITs are characterized as equity REITs, mortgage REITs, and hybrid REITs. Equity REITs, which may include 

operating or finance companies, own real estate directly and the value of, and income earned by, the REITs 

depend upon the income of the underlying properties and the rental income they earn. Equity REITs also can 

realize capital gains (or losses) by selling properties that have appreciated (or depreciated) in value. Mortgage 

REITs can make construction, development or long-term mortgage loans and are sensitive to the credit quality of 

the borrower. Mortgage REITs derive their income from interest payments on such loans. Hybrid REITs combine 

the characteristics of both equity and mortgage REITs, generally by holding both ownership interests and 

mortgage interests in real estate. The value of securities issued by REITs are affected by tax and regulatory 

requirements and by perceptions of management skill. They also are subject to heavy cash flow dependency, 

defaults by borrowers or tenants, self-liquidation and the possibility of failing to qualify for the favorable U.S. 

federal income tax status generally available to REITs under the Code or to maintain exemption from the 1940 

Act. 

When the Fund invests in REITs, it is subject to risks principally associated with investing in real estate: (1) 

possible declines in the value of real estate, (2) adverse general and local economic conditions, (3) possible lack 

of availability of mortgage funds, (4) changes in interest rates, and (5) environmental problems. In addition, real 

estate investment trusts are subject to other risks related specifically to their structure and focus: (a) dependency 

upon management skills; (b) limited diversification; (c) the risks of locating and managing financing for projects; 

(d) heavy cash flow dependency; (e) possible default by borrowers; (f) the costs and potential losses of self-

liquidation of one or more holdings; (g) the possibility of failing to maintain exemptions from securities 

registration; (h) duplicative fees; and in many cases, relatively small market capitalization, which may result in 

less market liquidity and greater price volatility.  

Short-Term, Temporary, and Cash Investments 

In response to adverse market, economic, political or other conditions, the Fund may assume a temporary 

defensive position and invest, without limitation, in high quality fixed income securities, money market 

instruments, and money market mutual funds, cash or prime quality cash equivalents, in such amounts as the 

Adviser deems appropriate under the circumstances, including when the Adviser believes the Fund needs to retain 

cash. During such times, the Fund may not achieve its investment objectives.   

The Fund may invest in any of the following securities and instruments: 

Bank Certificates of Deposit, Bankers’ Acceptances and Time Deposits. The Fund may acquire certificates of 

deposit, bankers’ acceptances and time deposits. Certificates of deposit are negotiable certificates issued against 

funds deposited in a commercial bank for a definite period of time and earning a specified return. Bankers’ 

acceptances are negotiable drafts or bills of exchange, normally drawn by an importer or exporter to pay for 

specific merchandise, which are “accepted” by a bank, meaning in effect that the bank unconditionally agrees to 

pay the face value of the instrument on maturity. Certificates of deposit and bankers’ acceptances acquired by the 

Fund will be dollar denominated obligations of domestic or foreign banks or financial institutions which at the 
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time of purchase have capital, surplus and undivided profits in excess of $100 million (including assets of both 

domestic and foreign branches), based on latest published reports, or less than $100 million if the principal 

amount of such bank obligations are fully insured by the U.S. Government. If the Fund holds instruments of 

foreign banks or financial institutions, it may be subject to additional investment risks that are different in some 

respects from those incurred by a fund that invests only in debt obligations of U.S. domestic issuers. See “Foreign 

Securities” above. Such risks include future political and economic developments, the possible imposition of 

withholding taxes by the particular country in which the issuer is located on interest income payable on the 

securities, the possible seizure or nationalization of foreign deposits, the possible establishment of exchange 

controls or the adoption of other foreign governmental restrictions which might adversely affect the payment of 

principal and interest on these securities. 

Domestic banks and foreign banks are subject to different governmental regulations with respect to the amount 

and types of loans which may be made and interest rates which may be charged. In addition, the profitability of 

the banking industry depends largely upon the availability and cost of funds for the purpose of financing lending 

operations under prevailing money market conditions. General economic conditions as well as exposure to credit 

losses arising from possible financial difficulties of borrowers play an important part in the operations of the 

banking industry. 

As a result of federal and state laws and regulations, domestic banks are, among other things, required to maintain 

specified levels of reserves, limited in the amount which they can loan to a single borrower, and subject to other 

regulations designed to promote financial soundness. However, such laws and regulations do not necessarily 

apply to foreign bank obligations that the Fund may acquire. 

In addition to purchasing certificates of deposit and bankers’ acceptances, to the extent permitted under its 

investment objectives and policies stated above and in its Prospectus, the Fund may make interest bearing time or 

other interest bearing deposits in commercial or savings banks. Time deposits are non-negotiable deposits 

maintained at a banking institution for a specified period of time at a specified interest rate. 

Savings Association Obligations. The Fund may invest in certificates of deposit (interest bearing time deposits) 

issued by savings banks or savings and loan associations that have capital, surplus and undivided profits in excess 

of $100 million, based on latest published reports, or less than $100 million if the principal amount of such 

obligations is fully insured by the U.S. Government. 

Commercial Paper, Short Term Notes and Other Corporate Obligations. The Fund may invest a portion of its 

assets in commercial paper and short term notes. Commercial paper consists of unsecured promissory notes issued 

by corporations. Issues of commercial paper and short term notes will normally have maturities of less than nine 

months and fixed rates of return, although such instruments may have maturities of up to one year. 

Commercial paper and short term notes will consist of issues rated at the time of purchase “A-2” or higher by 

Standard & Poor’s (“S&P”), “Prime-1” by Moody’s Investors Service, Inc. (“Moody’s”), or similarly rated by 

another nationally recognized statistical rating organization or, if unrated, will be determined by the Adviser to be 

of comparable quality. These rating symbols are described in Appendix A. 

Illiquid Investments and Restricted Securities 

The Fund may not acquire an illiquid investment if, immediately after the acquisition, the Fund would have 

invested more than 15% of its net assets in illiquid investments. An illiquid investment is any investment that the 

Fund reasonably expects cannot be sold or disposed of in current market conditions in seven calendar days or less 

without the sale or disposition significantly changing the market value of the investment. If illiquid investments 

exceed 15% of the Fund’s net assets, certain remedial actions will be taken as required by Rule 22e-4 under the 

1940 Act and the Fund’s policies and procedures. 

Restricted securities are securities subject to legal or contractual restrictions on their resale, such as private 

placements. Such restrictions might prevent the sale of restricted securities at a time when the sale would 

otherwise be desirable. Under SEC regulations, certain restricted securities acquired through private placements 

can be traded freely among qualified purchasers. While restricted securities are generally classified as illiquid, the 
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SEC has stated that an investment company’s board of directors, or its investment adviser acting under authority 

delegated by the board, may determine that a security eligible for trading under this rule is “liquid.” The Fund 

intends to rely on this rule, to the extent appropriate, to deem specific securities acquired through private 

placement as “liquid.” The Board has delegated to the Adviser, pursuant to guidelines established by the Board, 

the responsibility for determining whether a particular security eligible for trading under this rule is “liquid.” 

Investing in these restricted securities could have the effect of increasing the Fund’s illiquidity if qualified 

purchasers become, for a time, uninterested in buying these securities. 

Restricted securities may be sold only (1) pursuant to SEC Rule 144A or another exemption, (2) in privately 

negotiated transactions or (3) in public offerings with respect to which a registration statement is in effect under 

the Securities Act of 1933, as amended. Rule 144A securities, although not registered in the U.S., may be sold to 

qualified institutional buyers in accordance with Rule 144A under the Securities Act of 1933, as amended. As 

noted above, the Adviser, acting pursuant to guidelines established by the Board, may determine that some Rule 

144A securities are liquid. Where registration is required, the Fund may be obligated to pay all or part of the 

registration expenses and a considerable period may elapse between the time of the decision to sell and the time 

the Fund may be permitted to sell a restricted 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. 

Illiquid investments may be difficult to value, and the Fund may have difficulty disposing of such investments 

promptly. The Fund does not consider non-U.S. securities to be restricted if they can be freely sold in the principal 

markets in which they are traded, even if they are not registered for sale in the U.S. 

Borrowing 

Though the Fund does not currently intend to borrow money, the Fund is authorized to borrow money from banks 

from time to time for temporary, extraordinary or emergency purposes or for clearance of transactions, and not for 

the purpose of leveraging its investments, in amounts not to exceed at any time 33-1/3% of the value of its total 

assets at the time of such borrowings, as allowed under the 1940 Act. The use of borrowing by the Fund involves 

special risk considerations that may not be associated with other funds having similar objectives and policies. 

Since substantially all of the Fund’s assets fluctuate in value, while the interest obligation resulting from a 

borrowing will be fixed by the terms of the Fund’s agreement with its lender, the NAV per share of the Fund will 

tend to increase more when its portfolio securities increase in value and to decrease more when its portfolio assets 

decrease in value than would otherwise be the case if the Fund did not borrow. In addition, interest costs on 

borrowings may fluctuate with changing market rates of interest and may partially offset or exceed the return 

earned on borrowed funds. Under adverse market conditions, the 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. 

Cyber Security  

Investment companies, such as the Funds, and their service providers may be subject to operational and 

information security risks resulting from cyber-attacks. Cyber-attacks include, among other behaviors, stealing or 

corrupting data maintained online or digitally, denial of service attacks on websites, the unauthorized release of 

confidential information or various other forms of cyber security breaches. Cyber-attacks affecting the Funds or 

the Adviser, custodian, transfer agent, intermediaries and other third-party service providers may adversely impact 

the Funds. For instance, cyber-attacks may interfere with the processing of shareholder transactions, impact the 

Funds’ ability to calculate its net asset value, cause the release of private shareholder information or confidential 

company information, impede trading, subject the Funds to regulatory fines or financial losses, and cause 

reputational damage. The Funds may also incur additional costs for cyber security risk management purposes. 

Similar types of cyber security risks are also present for issuers of securities in which the Funds invest, which 

could result in material adverse consequences for such issuers, and may cause the Funds’ investment in such 

portfolio companies to lose value. 

INVESTMENT RESTRICTIONS 
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Fundamental Investment Policies 

The Trust (on behalf of the Fund) has adopted the following restrictions as fundamental policies, which may not 

be changed without the affirmative vote of the holders of a “majority of a Fund’s outstanding voting securities” as 

defined in the 1940 Act. Under the 1940 Act, the “vote of the holders of a majority of the outstanding voting 

securities” means the vote of the holders of the lesser of (i) 67% of the shares of a Fund represented at a meeting 

at which the holders of more than 50% of its outstanding shares are represented or (ii) more than 50% of the 

outstanding shares of a Fund. 

The Fund’s fundamental policies are as follows: 

(1) The Fund may not borrow money except as permitted by (i) the 1940 Act, or interpretations or 

modifications by the SEC, SEC staff or other authority of competent jurisdiction, or (ii) exemptive or other relief 

or permission from the SEC, SEC staff or other authority of competent jurisdiction. 

(2) The Fund may not engage in the business of underwriting the securities of other issuers except as 

permitted by (i) the 1940 Act, or interpretations or modifications by the SEC, SEC staff or other authority of 

competent jurisdiction, or (ii) exemptive or other relief or permission from the SEC, SEC staff or other authority 

of competent jurisdiction. 

(3) The Fund may lend money or other assets to the extent permitted by (i) the 1940 Act, or interpretations or 

modifications by the SEC, SEC staff or other authority of competent jurisdiction or (ii) exemptive or other relief 

or permission from the SEC, SEC staff or other authority of competent jurisdiction. 

(4) The Fund may not issue senior securities except as permitted by (i) the 1940 Act, or interpretations or 

modifications by the SEC, SEC staff or other authority of competent jurisdiction, or (ii) exemptive or other relief 

or permission from the SEC, SEC staff or other authority of competent jurisdiction. 

(5) The Fund may not purchase or sell real estate except as permitted by (i) the 1940 Act, or interpretations or 

modifications by the SEC, SEC staff or other authority of competent jurisdiction, or (ii) exemptive or other relief 

or permission from the SEC, SEC staff or other authority of competent jurisdiction. 

(6) The Fund may purchase or sell commodities or contracts related to commodities in compliance with any 

applicable provisions of the federal securities or commodities laws. 

(7) The Fund may not invest more than 25% of the market value of its total assets in the securities of 

companies engaged in any one industry. (Does not apply to investments in the securities of other investment 

companies or securities of the U.S. government, its agencies or instrumentalities.) 

(8) With respect to 75% of its total assets, the Fund may not invest more than 5% of its total assets in 

securities of a single issuer or hold more than 10% of the voting securities of such issuer. (Does not apply to 

investments in the securities of other investment companies or securities of the U.S. government, its agencies or 

instrumentalities.) 

Additional Information about Fundamental Investment Policies 

The following provides additional information about the Fund’s fundamental investment policies. This 

information does not form part of the Fund’s fundamental investment policies. 

With respect to the fundamental policy relating to borrowing money set forth in (1) above, the 1940 Act permits a 

fund to borrow money in amounts of up to one-third of the fund’s total assets from banks for any purpose, and to 

borrow up to 5% of the fund’s total assets from banks or other lenders for temporary purposes. To limit the risks 

attendant to borrowing, the 1940 Act requires a fund to maintain at all times an “asset coverage” of at least 300% 

of the amount of its borrowings. Asset coverage means the ratio that the value of the fund’s total assets, minus 

liabilities other than borrowings, bears to the aggregate amount of all borrowings. Borrowing money to increase a 

fund’s investment portfolio is known as “leveraging.” Borrowing, especially when used for leverage, may cause 

the value of a fund’s shares to be more volatile than if the fund did not borrow. This is because borrowing tends to 

magnify the effect of any increase or decrease in the value of a fund’s portfolio holdings. Borrowed money thus 

creates an opportunity for greater gains, but also greater losses. To repay borrowings, a fund may have to sell 
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securities at a time and at a price that is unfavorable to the fund. There also are costs associated with borrowing 

money, and these costs would offset and could eliminate a fund’s net investment income in any given period. The 

policy in (1) above will be interpreted to permit the Fund to engage in trading practices and investments that may 

be considered to be borrowing to the extent permitted by the 1940 Act. Reverse repurchase agreements may be 

considered to be a type of borrowing. Short-term credits necessary for the settlement of securities transactions and 

arrangements with respect to securities lending will not be considered to be borrowings under the policy.  

With respect to the fundamental policy relating to underwriting set forth in (2) above, the 1940 Act does not 

prohibit a fund from engaging in the underwriting business or from underwriting the securities of other issuers; in 

fact, the 1940 Act permits a fund to have underwriting commitments of up to 25% of its assets under certain 

circumstances. Those circumstances currently are that the amount of a fund’s underwriting commitments, when 

added to the value of the fund’s investments in issuers where the fund owns more than 10% of the outstanding 

voting securities of those issuers, cannot exceed the 25% cap. A fund engaging in transactions involving the 

acquisition or disposition of portfolio securities may be considered to be an underwriter under the Securities Act 

of 1933, as amended (the “1933 Act”). Under the 1933 Act, an underwriter may be liable for material omissions 

or misstatements in an issuer’s registration statement or prospectus. Securities purchased from an issuer and not 

registered for sale under the 1933 Act are considered restricted securities. There may be a limited market for these 

securities. If these securities are registered under the 1933 Act, they may then be eligible for sale but participating 

in the sale may subject the seller to underwriter liability. These risks could apply to a fund investing in restricted 

securities. Although it is not believed that the application of the 1933 Act provisions described above would cause 

a fund to be engaged in the business of underwriting, the policy in (2) above will be interpreted not to prevent the 

Fund from engaging in transactions involving the acquisition or disposition of portfolio securities, regardless of 

whether the Fund may be considered to be an underwriter under the 1933 Act. 

With respect to the fundamental policy relating to lending set forth in (3) above, the 1940 Act does not prohibit a 

fund from making loans; however, SEC staff interpretations currently prohibit funds from lending more than one-

third of their total assets, except through the purchase of debt obligations or the use of repurchase agreements. (A 

repurchase agreement is an agreement to purchase a security, coupled with an agreement to sell that security back 

to the original seller on an agreed-upon date at a price that reflects current interest rates. The SEC frequently treats 

repurchase agreements as loans.) While lending securities may be a source of income to a fund, as with other 

extensions of credit, there are risks of delay in recovery or even loss of rights in the underlying securities should 

the borrower fail financially. However, loans would be made only when the Adviser believes the income justifies 

the attendant risks. In addition, collateral arrangements with respect to options, forward currency and futures 

transactions and other derivative instruments, as well as delays in the settlement of securities transactions, will not 

be considered loans. 

With respect to the fundamental policy relating to issuing senior securities set forth in (4) above, “senior 

securities” are defined as fund obligations that have a priority over the fund’s shares with respect to the payment 

of dividends or the distribution of fund assets. The 1940 Act prohibits a fund from issuing senior securities except 

that the fund may borrow money in amounts of up to one-third of the fund’s total assets from banks for any 

purpose. A fund also may borrow up to 5% of the fund’s total assets from banks or other lenders for temporary 

purposes, and these borrowings are not considered senior securities. The issuance of senior securities by a fund 

can increase the speculative character of the fund’s outstanding shares through leveraging. Leveraging of a fund’s 

portfolio through the issuance of senior securities magnifies the potential for gain or loss on monies, because even 

though the fund’s net assets remain the same, the total risk to investors is increased. Certain widely used 

investment practices that involve a commitment by a fund to deliver money or securities in the future are not 

considered by the SEC to be senior securities, provided that a fund segregates cash or liquid securities in an 

amount necessary to pay the obligation or the fund holds an offsetting commitment from another party. These 

investment practices include repurchase and reverse repurchase agreements, swaps, dollar rolls, options, futures 

and forward contracts. The policy in (4) above will be interpreted not to prevent collateral arrangements with 

respect to swaps, options, forward or futures contracts or other derivatives, or the posting of initial or variation 

margin. 
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With respect to the fundamental policy relating to real estate set forth in (5) above, the 1940 Act does not prohibit 

a fund from owning real estate. Investing in real estate may involve risks, including that real estate is generally 

considered illiquid and may be difficult to value and sell. Owners of real estate may be subject to various 

liabilities, including environmental liabilities. The policy in (5) above will be interpreted not to prevent the Funds 

from investing in real estate-related companies, companies whose businesses consist in whole or in part of 

investing in real estate, instruments (like mortgages) that are secured by real estate or interests therein, or real 

estate investment trust securities. 

With respect to the fundamental policy relating to commodities set forth in (6) above, the 1940 Act does not 

prohibit a fund from owning commodities, whether physical commodities and contracts related to physical 

commodities (such as oil or grains and related futures contracts), or financial commodities and contracts related to 

financial commodities (such as currencies and, possibly, currency futures). If a fund were to invest in a physical 

commodity or a physical commodity-related instrument, the fund would be subject to the additional risks of the 

particular physical commodity and its related market. The value of commodities and commodity-related 

instruments may be extremely volatile and may be affected either directly or indirectly by a variety of factors. 

There also may be storage charges and risks of loss associated with physical commodities. The policy in (6) above 

will be interpreted to permit investments in exchange traded funds that invest in physical and/or financial 

commodities. 

With respect to the fundamental policy relating to concentration set forth in (7) above, the 1940 Act does not 

define what constitutes “concentration” in an industry. The SEC staff has taken the position that investment of 

more than 25% of a fund’s total assets in one or more issuers conducting their principal activities in the same 

industry or group of industries constitutes concentration. It is possible that interpretations of concentration could 

change in the future. A fund that invests a significant percentage of its total assets in a single industry may be 

particularly susceptible to adverse events affecting that industry and may be more risky than a fund that does not 

concentrate in an industry. The policy in (7) above will be interpreted to refer to concentration as that term may be 

interpreted from time to time. The policy also will be interpreted to permit investment without limit in the 

following: securities of the U.S. Government and its agencies or instrumentalities; and repurchase agreements 

collateralized by any such obligations. Accordingly, issuers of the foregoing securities will not be considered to be 

members of any industry. The policy also will be interpreted to give broad authority to the Fund as to how to 

classify issuers within or among industries. When identifying industries for purposes of its concentration policy, 

the Funds may rely upon available industry classifications. The Fund will consider both the borrower and the 

institution selling a loan participation as an issuer for purposes of the Fund’s concentration policy. 

The Fund’s fundamental policies are written and will be interpreted broadly. For example, the policies will be 

interpreted to refer to the 1940 Act and the related rules as they are in effect from time to time, and to 

interpretations and modifications of or relating to the 1940 Act by the SEC and others as they are given from time 

to time. When a policy provides that an investment practice may be conducted as permitted by the 1940 Act, the 

policy will be interpreted to mean either that the 1940 Act expressly permits the practice or that the 1940 Act does 

not prohibit the practice. In complying with its fundamental and non-fundamental investment restrictions, the 

Fund will aggregate its direct investments with its Subsidiary’s investments when testing for compliance with 

each investment restriction of the Fund.  

Non-Fundamental Investment Policies 

The Fund observes the following policy, which is not deemed fundamental and may be changed without 

shareholder approval. The Fund may not invest in any issuer for purposes of exercising control or management. 

PORTFOLIO TURNOVER 

Although the Fund generally will not invest for short-term trading purposes, portfolio securities may be sold 

without regard to the length of time they have been held when, in the opinion of the Adviser, investment 

considerations warrant such action. Portfolio turnover rate is calculated by dividing (1) the lesser of purchases or 

sales of portfolio securities for the fiscal year by (2) the monthly average of the value of portfolio securities 

owned during the fiscal year. A 100% turnover rate would occur if all the securities in the Fund’s portfolio, with 
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the exception of securities whose maturities at the time of acquisition were one year or less, were sold and either 

repurchased or replaced within one year. A high rate of portfolio turnover (100% or more) generally leads to 

higher transaction costs and generally reflects a greater number of taxable transactions. High portfolio turnover 

may result in larger amounts of short-term capital gains which, when distributed to shareholders, are generally 

taxed at ordinary income tax rates.  

Following are the portfolio turnover rates of the Predecessor Fund for the fiscal years indicated below: 

Fiscal year ended June 30, 2022 Fiscal year ended June 30, 2021 
129% 140% 

The Fund’s portfolio turnover decreased year over year because the Fund traded less in bonds than during the 

prior fiscal year; the Adviser has traded fewer single name positions because of the Adviser’s view of market 

volatility and the increased use of more liquid futures.  

PORTFOLIO HOLDINGS POLICY 

The Fund maintains portfolio holdings disclosure policies that govern the timing and circumstances of disclosure 

to shareholders and third parties of information regarding the portfolio investments held by the Fund. These 

portfolio holdings disclosure policies have been approved by the Board. Disclosure of the Fund’s complete 

holdings is required to be made quarterly within 60 days of the end of each fiscal quarter in the annual report and 

semi-annual report to Fund shareholders and as an exhibit to its reports on Form N-PORT. These reports are 

available, free of charge, on the EDGAR database on the SEC’s website at www.sec.gov. 

Portfolio holdings information posted on the Fund’s website may be provided separately to any person, 

commencing on the day after it is first published on the Fund’s website. Shareholders can access the Fund’s 

website at www.fulcrumassetfunds.com for additional information about the Fund, including, without limitation, 

the periodic disclosure of its portfolio holdings. 

Pursuant to the Trust’s portfolio holdings disclosure policies, non-public information about the Fund’s portfolio 

holdings generally is not distributed to any person, unless by explicit agreement or by virtue of their respective 

duties to the Fund, such persons are required to maintain the confidentiality of the information disclosed and have 

a duty not to trade on non-public information. Examples of disclosure by the Trust include instances in which: 

The disclosure is required pursuant to a regulatory request, court order or is legally required in the context of 

other legal proceedings; 

• The disclosure is made to a mutual fund rating and/or ranking organization, or person performing similar 

functions; 

• The disclosure is made to internal parties involved in the investment process, administration, operation or 

custody of the Fund, including, but not limited to the Fund’s administrator, Ultimus Fund Solutions, LLC and 

the Board, attorneys, auditors or independent registered public accounting firm; 

• The disclosure is made: (a) in connection with a quarterly, semi-annual or annual report that is available to the 

public; or (b) relates to information that is otherwise available to the public; or 

• The disclosure is made with the prior written approval of either the Trust’s Chief Compliance Officer or his or 

her designee. 

Certain of the persons listed above receive information about the Fund’s portfolio holdings on an ongoing basis 

without lag as part of the normal investment activities of the Fund. The Fund believes that these third parties have 

legitimate objectives in requesting such portfolio holdings information and operate in the best interest of the 

Fund’s shareholders. These persons include internal parties involved in the investment process, administration, 

operation or custody of the Fund, specifically: Ultimus Fund Solutions, LLC; the Board; and the Trust’s attorneys 

and independent registered public accounting firm, all of which typically receive such information after it is 

generated. In no event shall the Adviser, its affiliates or employees, the Fund, or any other party receive any direct 

or indirect compensation in connection with the disclosure of information about the Fund’s holdings. 
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Any disclosures to additional parties not described above is made with the prior written approval of either the 

Trust’s Chief Compliance Officer or his or her designee, pursuant to the Trust’s Policy on Disclosure of Portfolio 

Holdings. 

The Chief Compliance Officer or designated officer of the Trust will approve the furnishing of non-public 

portfolio holdings to a third party only if they consider the furnishing of such information to be in the best interest 

of the Fund and its shareholders and if no material conflict of interest exists regarding such disclosure between 

shareholders interest and those of the Adviser, the distributor (defined below) or any affiliated person of the Fund. 

No consideration may be received by the Fund, the Adviser, any affiliate of the Adviser or their employees in 

connection with the disclosure of portfolio holdings information. The Board receives and reviews annually a list 

of the persons who receive non-public portfolio holdings information and the purpose for which it is furnished. 

MANAGEMENT 

The overall management of the Trust’s business and affairs is invested with its Board. The Board approves all 

significant agreements between the Trust and persons or companies furnishing services to it, including the 

agreements with the Adviser and the Trust’s administrator, custodian and transfer agent, each as discussed below. 

The day-to-day operations of the Trust are delegated to its officers, subject to the Fund’s investment objective, 

strategies and policies and to the general supervision of the Board.  

The following is a list of the Trustees and executive officers of the Trust and each person’s principal occupation 

over the last five years. The business address of each Trustee and Officer is 225 Pictoria Drive, Suite 450, 

Cincinnati, OH 45246. All correspondence to the Trustees and Officers should be directed to c/o Ultimus Fund 

Solutions, LLC, P.O. Box 541150, Omaha, Nebraska 68154. 

Name and Year of 
Birth 

Position(s) Held 
with Trust 

Principal 
Occupation(s) 

During Past 5 Years 

Number of 
Portfolios 
in Fund 

Complex(2) 
Overseen 
by Trustee 

Other 
Directorships Held During Past 

5 Years 
by Trustee 

Independent Trustees(1)    
Joseph Breslin 
Year of Birth: 1953 

Independent 
Trustee and 
Chairman of the 
Board since 
2015 

President and 
Consultant, Adviser 
Counsel, Inc. 
(formerly J.E. Breslin 
& Co.) (management 
consulting firm to 
investment advisers) 
(since 2009); Senior 
Counsel, White Oak 
Global Advisors, LLC 
(since 2016).   

1 Northern Lights Fund Trust IV 
(for series not affiliated with the 
Fund since 2015); Director, 
Kinetics Mutual Funds, Inc. (since 
2000); Trustee, Kinetics Portfolios 
Trust (since 2000); Trustee, 
Forethought Variable Insurance 
Trust (since 2013). 

Thomas Sarkany 
Year of Birth: 1946 

Independent 
Trustee since 
2015 

Founder and President, 
TTS Associates Inc. 
(since December 
2022); and Founder 
and President, TTS 
Consultants, LLC 
(financial services) 
(since 2010). 

1 Northern Lights Fund Trust IV 
(for series not affiliated with the 
Fund since 2015); Arrow 
Investments Trust (since 2014), 
Arrow ETF Trust (since 2012), 
Trustee, Northern Lights Fund 
Trust II (since 2011); Director, 
Aquila Distributors (since 1981) 
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Name and Year of 
Birth 

Position(s) Held 
with Trust 

Principal 
Occupation(s) 

During Past 5 Years 

Number of 
Portfolios 
in Fund 

Complex(2) 
Overseen 
by Trustee 

Other 
Directorships Held During Past 

5 Years 
by Trustee 

Charles Ranson 
Year of Birth: 1947 

Independent 
Trustee since 
2015 

Principal, Ranson & 
Associates (strategic 
analysis and planning, 
including risk 
assessment and capital 
formation for 
entrepreneurial 
ventures) (since 2003). 

1 Northern Lights Fund Trust IV 
(for series not affiliated with the 
Fund since 2015); Advisors 
Preferred Trust (since November 
2012)  

 

Name and Year 
of Birth 

Position(s) Held with 
Trust 

Principal Occupation(s)   
During Past 5 Years 

Number of 
Fund in Fund 

Complex** 
Overseen by 

Trustee 

Other 
Directorships 

held by Trustee 
During the 

Past Five Years 

Officers(1)     

Wendy Wang 
Year of Birth: 
1970 
 

President since 2015 Senior Vice President, 
Director of Tax and 
Compliance Administration, 
Ultimus Fund Solutions, LLC 
(since 2012). 
 

N/A N/A 

Sam Singh 
Year of Birth:1976 
 

Treasurer since 2015 Vice President, Ultimus Fund 
Solutions, LLC (since 2015); 
Assistant Vice President, 
Gemini Fund Services, LLC 
(2011-2014) 

N/A N/A 

Jennifer Farrell 
Year of Birth:  
1969 

Secretary since 2017 Associate Director (since 
2022) and Manager (2018-
2022), Legal Administration), 
Ultimus Fund Solutions, LLC 
(since 2018); Senior 
Paralegal, Gemini Fund 
Services, LLC (since 2015); 
Legal Trainer, Gemini Fund 
Services, LLC (2013-2015); 
Senior Paralegal, Gemini 
Fund Services, LLC (2006-
2012).   

N/A N/A 

James Ash 
Year of Birth:  
1976 

Chief Compliance 
Officer since 2019 

Senior Vice President, Head 
of Compliance (since 2023 ); 
Senior Compliance Officer, 
Northern Lights Compliance, 
LLC (2019 – 2022);Senior 
Vice President, National Sales 
Gemini Fund Services, LLC 
(2017-2019); Senior Vice 
President and Director of 
Legal Administration, Gemini 
Fund Services, LLC (2012 - 
2017). 

N/A N/A 

(1) The term of office for each Trustee and officer listed above will continue indefinitely until the individual resigns or is removed. 
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(2) As of March 1, 2023, the Trust was comprised of 31 other active portfolios managed by unaffiliated investment advisers.  The term 

“Fund Complex” applies only to the Fund.  The Fund does not hold itself out as related to any other series within the Trust for 

investment purposes, nor does it share the same investment adviser with any other series. 

  

Board Committees 

Audit Committee 

The Board has an Audit Committee that consists of all the Trustees who are not “interested persons” of the Trust 

within the meaning of the 1940 Act (the “Independent Trustees”). The Audit Committee’s responsibilities include: 

(i) recommending to the Board the selection, retention or termination of the Trust’s independent auditors; (ii) 

reviewing with the independent auditors the scope, performance and anticipated cost of their audit; (iii) discussing 

with the independent auditors certain matters relating to the Trust’s financial statements, including any adjustment 

to such financial statements recommended by such independent auditors, or any other results of any audit; (iv) 

reviewing on a periodic basis a formal written statement from the independent auditors with respect to their 

independence, discussing with the independent auditors any relationships or services disclosed in the statement 

that may impact the objectivity and independence of the Trust’s independent auditors and recommending that the 

Board take appropriate action in response thereto to satisfy itself of the auditor’s independence; and (v) 

considering the comments of the independent auditors and management’s responses thereto with respect to the 

quality and adequacy of the Trust’s accounting and financial reporting policies and practices and internal controls. 

The Audit Committee operates pursuant to an Audit Committee Charter.  

Nominating and Governance Committee 

The Board has a Nominating and Governance Committee that consists of all the Independent Trustees. The 

Committee’s responsibilities (which may also be conducted by the Board) include: (i) recommending persons to 

be nominated or re-nominated as Trustees in accordance with the Independent Trustee’s Statement of Policy on 

Criteria for Selecting Independent Trustees; (ii) reviewing the Trust’s officers, and conducting CCO searches, as 

needed, and providing consultation regarding other CCO matters, as requested; (iii) reviewing trustee 

qualifications, performance, and compensation; (iv) reviewing periodically with the Board the size and 

composition of the Board as a whole; (v) annually evaluating the operations of the Board and its Committees and 

assisting the Board in conducting its annual self-evaluation; (vi) making recommendations on the requirements 

for, and means of, Board orientation and training; (vii) periodically reviewing the Board’s corporate governance 

policies and practices and recommending, as it deems appropriate, any changes to the Board; (ix) considering any 

corporate governance issues that arise from time to time, and to develop appropriate recommendations for the 

Board; and (x) supervising counsel for the Independent Trustees. Mr. Ranson serves as the Chairman of the 

Nominating and Governance Committee. The Nominating and Governance Committee operates pursuant to a 

Nominating and Governance Committee Charter. 

Contract Review Committee 

The Board has a Contract Review Committee that consists of all the Independent Trustees. The primary purpose 

of the Contract Review Committee is to oversee and guide the process by which the Independent Trustees 

annually consider whether to approve or renew the Trust’s investment advisory, sub-advisory and distribution 

agreements, Rule 12b-1 plans, and such other agreements or plans involving the Trust as specified in the Contract 

Review Committee’s charter or as the Board determines from time to time. The Board may also assign to the 

Contract Review Committee responsibility to evaluate and make recommendations on contracts in unusual 

situations, for example, where a contract is expected to terminate because of a change of control of an investment 

adviser. The Contract Review Committee’s responsibilities include: (i) identifying the scope and format of 

information to be requested from service providers in connection with the evaluation of each contract or plan and 

meet and evaluate such information at least annually in advance of the automatic expiration of such contracts by 

operation of law or by their terms; (ii) providing guidance to independent legal counsel regarding specific 

information requests to be made by such counsel on behalf of the Board or the Independent Trustees; (iii) 

evaluating regulatory and other developments coming to its attention that might reasonably be expected to have 

an impact on the Independent Trustees’ consideration of how to evaluate and whether or not to renew a contract or 
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plan; (iv) assisting in circumscribing the range of factors considered by the Board relating to the approval or 

renewal of advisory or sub-advisory agreements; (v) recommending to other committees and/or to the 

Independent Trustees specific steps to be taken by them regarding the renewal process, including, for example, 

proposed schedules of meetings by Independent Trustees; (vi) investigating and reporting on any other matter 

brought to its attention within the scope of its duties; and (vii) performing such other duties as are consistent with 

the Contract Review Committee’s purpose or that are assigned to it by the Board. Mr. Sarkany serves as the 

Chairman of the Contract Review Committee. The Chairman of the Contract Review Committee meets with 

independent trust counsel, Trust Counsel and Trust Officers quarterly to review and discuss the proposed 15(c) 

questionnaires submitted by each adviser/sub-adviser regarding Board approval of its investment advisory/sub-

advisory contract. The Contract Review Committee operates pursuant to a Contract Review Committee Charter.  

Compensation 

Each Independent Trustee receives a quarterly fee of $28,750 to be paid by the Trust within 10 days of the 

commencement of each calendar quarter for his service as a Trustee of the Board and for serving in his respective 

capacity as Chair of the Audit Committee, Nominating and Governance Committee and Contract Review 

Committee, as well as reimbursement for any reasonable expenses incurred for attending regularly scheduled 

Board and Committee meetings. Additionally, in the event that an in-person meeting of the Board other than its 

regularly scheduled meetings (a “Special Meeting”) is required, each Independent Trustee will receive a fee of 

$5,000 per Special Meeting, as well as reimbursement for any reasonable expenses incurred, to be paid by the 

Trust or the relevant series of the Trust or its investment adviser depending on the circumstances necessitating the 

Special Meeting. The Independent Trustees at their sole discretion shall determine when a particular meeting 

constitutes a Special Meeting for purpose of the $5,000 fee. 

None of the executive officers receive compensation from the Trust. 

The Trustees received no compensation from the Fund during the fiscal year ended June 30, 2022 because the 

Fund did not exist on that date. 

Management and Trustee Ownership 

As of the date of this SAI, the Board and officers, as a group, owned no shares of the Fund or any of the Fund’s 

outstanding shares. 

CONTROL PERSONS AND PRINCIPAL SHAREHOLDERS 

A principal shareholder is any person who owns of record or beneficially 5% or more of any class of the Fund’s 

outstanding securities. A control person is one who owns beneficially or through controlled companies more than 

25% of the voting securities of a company or acknowledges the existence of control. Shareholders with a 

controlling interest could affect the outcome of voting or the direction of management of the Fund.  

The Adviser provided the initial capital for the Fund by purchasing 1 shares for $10.00 (ten dollars) of the Super 

Institutional Class and Institutional Class of the Fund.  As of the date of this SAI, the Adviser owned 100% of the 

outstanding shares of the Fund. 

 

INVESTMENT ADVISER 

Investment Adviser and Advisory Agreement 

Fulcrum Asset Management LLP, Marble Arch House, 66 Seymour Street, London W1H 5BT United Kingdom, 

serves as the Fund’s investment adviser.  The Adviser is registered with the SEC as an investment adviser under 

the Investment Advisers Act of 1940, as amended. 

Subject to the oversight of the Board, the Adviser is responsible for the overall management of the Fund’s 

investment-related business affairs. Pursuant to an investment advisory agreement (the "Advisory Agreement") 

with the Trust, on behalf of the Fund, the Adviser, in conformity with the stated policies of the Fund, manages the 

portfolio investment operations of the Fund. The Adviser has overall supervisory responsibilities for the general 
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management and investment of the Fund’s securities portfolio, as detailed below, which are subject to review and 

approval by the Board. In general, the Adviser's duties include setting the Fund’s overall investment strategies and 

asset allocation. 

Pursuant to the Advisory Agreement, the Adviser, agrees to invest the assets of the Funds in accordance with 

applicable law and the investment objective, policies and restrictions set forth in the Funds’ current Prospectus 

and Statement of Additional Information, and subject to such further limitations as the Trust may from time to 

time impose by written notice to the Adviser. The Adviser shall act as the investment adviser to the Funds and, as 

such shall, (i) obtain and evaluate such information relating to the economy, industries, business, securities 

markets and securities as it may deem necessary or useful in discharging its responsibilities here under, (ii) 

formulate a continuing program for the investment of the assets of the Funds in a manner consistent with its 

investment objective, policies and restrictions, and (iii) determine from time to time securities to be purchased, 

sold, retained or lent by the Funds, and implement those decisions, including the selection of entities with or 

through which such purchases, sales or loans are to be effected; provided, that the Adviser or its designee, directly, 

will place orders pursuant to its investment determinations either directly with the issuer or with a broker or 

dealer, and if with a broker or dealer, (a) will attempt to obtain the best price and execution of its orders, and (b) 

may nevertheless in its discretion purchase and sell portfolio securities from and to brokers who provide the 

Adviser with research, analysis, advice and similar services and pay such brokers in return a higher commission 

or spread than may be charged by other brokers. The Adviser also provides the Fund with all necessary office 

facilities and personnel for servicing the Fund’s investments, compensates all officers, Trustees and employees of 

the Trust who are officers, directors or employees of the Adviser, and all personnel of the Fund or the Adviser 

performing services relating to research, statistical and investment activities. The Advisory Agreement was 

approved by the Board, including by a majority of the Independent Trustees, at a meeting held on October 25, 

2022. 

In addition, the Adviser, provides the management and supplemental administrative services necessary for the 

operation of the Fund. These services include providing assistance in supervising relations with custodians, 

transfer and pricing agents, accountants, underwriters and other persons dealing with the Fund; assisting in the 

preparing of all general shareholder communications and conducting shareholder relations; assisting in 

maintaining the Fund’s records and the registration of the Fund’s shares under federal securities laws and making 

necessary filings under state securities laws; assisting in developing management and shareholder services for the 

Fund; and furnishing reports, evaluations and analyses on a variety of subjects to the Board. 

The Fund pays an annual management fee (computed daily and payable monthly) of 0.90% of the Fund’s average 

daily net assets to the Adviser pursuant to the Advisory Agreement. Expenses not expressly assumed by the 

Adviser under the Advisory Agreement are paid by the Funds. Under the terms of the Advisory Agreement, the 

Fund is responsible for the payment of the following expenses among others: (a) the fees payable to the Adviser, 

(b) the fees and expenses of Trustees who are not affiliated persons of the Adviser or Distributor (as defined under 

the section entitled "The Distributor") (c) the fees and certain expenses of the Custodian and Transfer and 

Dividend Disbursing Agent (as defined under the section entitled "Transfer Agent"), including the cost of 

maintaining certain required records of the Fund and of pricing the Fund’s shares, (d) the charges and expenses of 

legal counsel and independent accountants for the Fund, (e) brokerage commissions and any issue or transfer 

taxes chargeable to the Fund in connection with its securities transactions, (f) all taxes and corporate fees payable 

by the Fund to governmental agencies, (g) the fees of any trade association of which the Fund may be a member, 

(h) the cost of fidelity and liability insurance, (i) the fees and expenses involved in registering and maintaining 

registration of the Fund and of shares with the SEC, qualifying its shares under state securities laws, including the 

preparation and printing of the Fund’s registration statements and prospectuses for such purposes, (j) all expenses 

of shareholders and Trustees' meetings (including travel expenses of trustees and officers of the Trust who are not 

directors, officers or employees of the Adviser) and of preparing, printing and mailing reports, proxy statements 

and prospectuses to shareholders in the amount necessary for distribution to the shareholders and (k) litigation and 

indemnification expenses and other extraordinary expenses not incurred in the ordinary course of the Fund’s 

business. 
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The Advisory Agreement continues in effect for two (2) years initially and thereafter continues from year to year 

provided such continuance is approved at least annually by (a) a vote of the majority of the Independent Trustees, 

cast in person at a meeting specifically called for the purpose of voting on such approval and by (b) the majority 

vote of either all of the Trustees or the vote of a majority of the outstanding shares of the Fund. The Advisory 

Agreement may be terminated without penalty on 60 days written notice by a vote of a majority of the Trustees or 

by the Adviser, or by holders of a majority of the Fund’s outstanding shares (with respect to the Fund). The 

Advisory Agreement shall terminate automatically in the event of its assignment. 

Pursuant to an expense waiver and reimbursement agreement between the Advisor and the Trust, on behalf of the 

Fund, the Advisor has contractually agreed to waive its management fee and/or reimburse the Fund to ensure that 

the total annual operating expenses for the Fund, as a percentage of the Fund’s average daily net assets (not 

including “Excluded Expenses” as discussed in the Fund’s Prospectus), are limited to 1.05%, 1.05% and 1.30% of 

average daily net assets of the Fund’s Super Institutional Class, Institutional Class and Advisor Class shares, 

respectively.This agreement is in effect through at least April 30, 2024. Under the expense agreement, the Advisor 

may request recoupment of previously waived fees and paid expenses from the Fund for three years from the date 

such fees and expenses were waived or paid by the Advisor, if such reimbursements will not cause the Fund to 

exceed the lesser of: (1) the expense limitation in place at the time of the waiver and/or expense payment; or (2) 

the expense limitation in place at the time of the recoupment. 

CODES OF ETHICS 

The Trust and the Adviser have each adopted separate Codes of Ethics under Rule 17j-1 of the 1940 Act. These 

Codes permit, subject to certain conditions, access persons of the Adviser to invest in securities that may be 

purchased or held by the Fund. 

PROXY VOTING POLICIES AND PROCEDURES 

The Board has adopted Proxy Voting Policies and Procedures (the “Policies”) on behalf of the Trust which 

delegate the responsibility for voting proxies to the Adviser, subject to the Board’s continuing oversight. The 

Policies require that the Adviser vote proxies received in a manner consistent with the best interests of the Fund 

and its shareholders. The Policies also require the Adviser to present to the Board, at least annually, the Adviser’s 

Policies and a record of each proxy voted by the Adviser on behalf of the Fund, including a report on the 

resolution of all proxies identified by the Adviser as involving a conflict of interest. 

A copy of the Adviser’s policies and procedures used to determine how to vote proxies related to portfolio 

securities can be found in Appendix B. 

The Trust is required to file a Form N-PX, with the Fund’s complete proxy voting record for the 12 months ended 

June 30, no later than August 31 of each year. The Fund’s proxy voting record will be available without charge, 

upon request, by calling toll-free 855-538-5278 and on the SEC’s website at www.sec.gov. 

INVESTMENT COMMITTEE 

Investment Committee 

The Adviser has established an Investment Committee (the “Committee”) that is jointly and primarily responsible 

for the day-to-day management of the Fund’s portfolio. The Committee currently is comprised of Gavyn Davies, 

Andrew Stevens, Suhail Shaikh, CFA, Andrew Bevan, PhD, and Nabeel Abdoula, CFA. In addition to the Fund, 

the Committee managed the following other accounts for the Adviser as of June 30, 2022:  
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Type of Accounts 

Total 
Number  

of Accounts 

Total  
Assets of 
Accounts 

Total Number 
of Accounts  
for which 

Advisory Fee  
is Based on 

Performance 

Total Assets  
in Accounts  
for which 

Advisory Fee  
is Based on 

Performance 

Registered Investment Companies 1 $158,626,232 0 $0 

Other Pooled Investment Vehicles 21 $3,620,314,672 0 $763,217,448 

Other Accounts 6 $2,088,466,738 2 $847,003,255 

Material Conflicts of Interest.  

The Adviser has a conflicts of interest policy and maintains a register of any potential conflicts which is reviewed 

on a regular basis. To date it has not identified any of material concern that should be particularly highlighted. 

The Adviser has substantial incentives to see that the assets of the Fund appreciate in value, and merely because 

an actual or potential conflict of interest exists does not mean that it will be acted upon to the detriment of the 

Fund. 

Certain inherent conflicts of interest arise from the fact that Adviser will provide investment management services 

to the Fund and may, in the future, carry on investment activities for other clients, including other investment 

funds and client accounts in which the Fund will not have any interest (such other clients, funds and accounts, 

"Other Accounts"). The respective investment programs of the Fund and Other Accounts may or may not be 

substantially similar. The Adviser may give advice and recommend securities to Other Accounts which may differ 

from advice given to, or securities recommended or bought for the Fund, even though their investment objectives 

may be the same or similar. The Adviser will devote as much of their time to the activities of the Fund as it deems 

necessary and appropriate. The Adviser is not restricted from forming additional investment funds, from entering 

into other investment advisory relationships or from engaging in other business activities, even though such 

activities may be in competition with the Fund and/or may involve substantial time and resources of the Adviser. 

These activities could be viewed as creating a conflict of interest in that the time and effort of the partners of the 

Adviser and their officers and employees will not be devoted exclusively to the business of the Fund. 

The Adviser furthermore recognizes that conflicts of interest may arise as the result of its investment activities. 

For instance, from time to time, directors, officers, employees or their related persons (collectively referred to as 

"Employees") of the Adviser may wish to engage directly or indirectly in a personal investment in securities that 

the Adviser has bought or sold on behalf of clients. The Firm maintains a personal account dealing policy and asks 

staff to sign quarterly declarations to confirm that they have acted in accordance with the policy and disclosed all 

personal account dealing accounts. 

Other present and future activities of the Adviser may give rise to additional conflicts of interest. In the event that 

a conflict of interest arises, the Adviser will attempt to resolve such conflicts in a fair and equitable manner. To 

address potential conflicts of interest, the Adviser has adopted various policies and procedures to provide for 

equitable treatment of trading activity and to ensure that investment opportunities are allocated in a fair and 

appropriate manner. In addition, the Investment Adviser has adopted a Code of Ethics that recognizes the 

Adviser's obligation to treat all of its clients, including the Fund, fairly and equitably. These policies, procedures 

and the Code of Ethics are designed to restrict the portfolio manager from favoring one client over another. There 

is no guarantee that the policies, procedures and the Code of Ethics will be successful in every instance. 

The foregoing does not purport to be a complete list of all potential conflicts of interest involved in an investment 

in the Fund. 

Key members of the portfolio management team (including research) and business teams own equity in the firm. 

In aggregate, 20% of the total equity will ultimately be allocated to non-founder members of the team.
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OTHER SERVICE PROVIDERS 

Fund Administrator, Transfer Agent and Fund Accountant 

Ultimus Fund Solutions, (“UFS”), which has its principal office at 225 Pictoria Drive, Suite 450, Cincinnati, OH  

45246, serves as administrator, fund accountant and transfer agent for the Fund pursuant to the Fund Services 

Agreement (the “Agreement”) with the Fund and subject to the supervision of the Board. UFS is primarily in the 

business of providing administrative, fund accounting and transfer agent services to retail and institutional mutual 

funds. UFS is an affiliate of the Distributor. UFS may also provide persons to serve as officers of the Fund. Such 

officers may be directors, officers or employees of UFS or its affiliates. 

The Agreement became effective on January 22, 2021, remains in effect for two years, and will continue in effect 

for successive twelve-month periods provided that such continuance is specifically approved at least annually by a 

majority of the Board. The Agreement is terminable by the Board or UFS on 90 days’ written notice and may be 

assigned by either party, provided that the Trust may not assign this agreement without the prior written consent 

of UFS. The Agreement provides that UFS shall be without liability for any action reasonably taken or omitted 

pursuant to the Agreement. 

Under the Agreement, UFS performs administrative services, including: (1) monitoring the performance of 

administrative and professional services rendered to the Trust by others service providers; (2) monitoring Fund 

holdings and operations for post-trade compliance with the Fund’s registration statement and applicable laws and 

rules; (3) preparing and coordinating the printing of semi-annual and annual financial statements; (4) preparing 

selected management reports for performance and compliance analyses; (5) preparing and disseminating materials 

for and attending and participating in meetings of the Board; (6) determining income and capital gains available 

for distribution and calculating distributions required to meet regulatory, income, and excise tax requirements; (7) 

reviewing the Trust's federal, state, and local tax returns as prepared and signed by the Trust's independent public 

accountants; (8) preparing and maintaining the Trust's operating expense budget to determine proper expense 

accruals to be charged to the Fund to calculate its daily net asset value; (9) assisting in and monitoring the 

preparation, filing, printing and where applicable, dissemination to shareholders of amendments to the Trust’s 

Registration Statement on Form N-1A, periodic reports to the Trustees, shareholders and the SEC, notices 

pursuant to Rule 24f-2, proxy materials and reports to the SEC on Forms N-CEN, N-CSR, N-PORT and N-PX; 

(10) coordinating the Trust's audits and examinations by assisting the Fund’s independent public accountants; (11) 

determining, in consultation with others, the jurisdictions in which shares of the Trust shall be registered or 

qualified for sale and facilitating such registration or qualification; (12) monitoring sales of shares and ensuring 

that the shares are properly and duly registered with the SEC; (13) monitoring the calculation of performance data 

for the Funds; (14) preparing, or causing to be prepared, expense and financial reports; (15) preparing 

authorizations for the payment of Trust expenses and paying, from Trust assets, all bills of the Trust; (16) 

providing information typically supplied in the investment company industry to companies that track or report 

price, performance or other information with respect to investment companies; (17) upon request, assisting the 

Funds in the evaluation and selection of other service providers, such as independent public accountants, printers, 

EDGAR providers and proxy solicitors (such parties may be affiliates of UFS) and (18) performing other services, 

recordkeeping and assistance relating to the affairs of the Trust as the Trust may, from time to time, reasonably 

request. 

For the administrative services rendered to the Fund by UFS, the Fund pays UFS an asset based fee, which scales 

downward based upon net assets. The Fund also pays UFS for any out-of-pocket expenses. 

UFS also provides the Fund with accounting services, including: (i) daily computation of net asset value; (ii) 

maintenance of security ledgers and books and records as required by the 1940 Act; (iii) production of the Fund’s 

listing of portfolio securities and general ledger reports; (iv) reconciliation of accounting records; (v) calculation 

of yield and total return for the Fund; (vi) maintenance of certain books and records described in Rule 31a-1 under 

the 1940 Act, and reconciliation of account information and balances among the Custodian and Adviser; and (vii) 

monitoring and evaluation of daily income and expense accruals, and sales and redemptions of shares of the Fund. 
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For the fund accounting services rendered to the Fund under the Agreement, the Fund pays UFS the greater of an 

annual minimum fee or an asset based fee, which scales downward based upon net assets. The Fund also pays 

UFS for any out-of-pocket expenses. 

UFS also acts as transfer, dividend disbursing, and shareholder servicing agent for the Fund pursuant to the 

Agreement. Under the Agreement, UFS is responsible for administering and performing transfer agent functions, 

dividend distribution, shareholder administration, and maintaining necessary records in accordance with 

applicable rules and regulations. 

For the services rendered to the Fund by UFS, the Fund pays UFS the greater of an annual minimum fee or an 

asset based fee, which scales downward based upon net assets for fund administration, fund accounting and 

transfer agency services. The Fund also pays UFS for any out-of-pocket expenses. 

Custodian 

Pursuant to a custody agreement between the Trust and U.S. Bank National Association, located at 1555 North 

Rivercenter Drive, Suite 302, Milwaukee, Wisconsin 53212 (the “Custodian”), the Custodian serves as the 

custodian of the Fund’s assets, holds the Fund’s portfolio securities in safekeeping, and keeps all necessary 

records and documents relating to its duties. The Custodian is compensated with an asset-based fee plus 

transaction fees and is reimbursed for out-of-pocket expenses. 

The Custodian and its affiliates may participate in revenue sharing arrangements with the service providers of 

mutual funds in which the Fund may invest. The Subsidiary’s custodian is the same as the Fund’s custodian. 

Compliance Services 

Northern Lights Compliance Services, LLC (“NLCS”), 4221 North 203rd Street, Suite 100, Elkhorn, NE 68022, 

an affiliate of UFS and the Fund’s distributor, provides a Chief Compliance Officer to the Trust as well as related 

compliance services pursuant to a consulting agreement between NLCS and the Trust. NLCS’s compliance 

services consist primarily of reviewing and assessing the policies and procedures of the Trust and its service 

providers pertaining to compliance with applicable federal securities laws, including Rule 38a-1 under the 1940 

Act. For the compliance services rendered to the Fund, the Fund pays NLCS a one-time fee plus an annual asset 

based fee, which scales downward based upon net assets. The Fund also pays NLCS for any out-of-pocket 

expenses. 

Independent Registered Public Accounting Firm  

Cohen & Company, Ltd, 342 North Water Street, Suite 830, Milwaukee, WI 53202 is the independent registered 

public accounting firm for the Fund, whose services include auditing the Fund’s financial statements and the 

performance of related tax services. 

Legal Counsel 

Thompson Hine LLP, 41 S. High Street, Suite 1700, Columbus, OH  43215, serves as legal counsel to the Trust.  

Maples and Calder, PO Box 309, Ugland House, Grand Cayman, KY1-1104, Cayman Islands, serves as legal 

counsel to the Subsidiary. 

EXECUTION OF PORTFOLIO TRANSACTIONS 

Pursuant to the Advisory Agreement, the Adviser determines which securities are to be purchased and sold by the 

Fund and which broker-dealers are eligible to execute the Fund’s portfolio transactions. Purchases and sales of 

securities in the over-the-counter market will generally be executed directly with a “market-maker” unless, in the 

opinion of the Adviser, a better price and execution can otherwise be obtained by using a broker for the 

transaction. 

Purchases of portfolio securities for the Fund also may be made directly from issuers or from underwriters. Where 

possible, purchase and sale transactions will be effected through dealers (including banks) which specialize in the 

types of securities which the Fund will be holding, unless better executions are available elsewhere. Dealers and 
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underwriters usually act as principal for their own accounts. Purchases from underwriters will include a 

concession paid by the issuer to the underwriter and purchases from dealers will include the spread between the 

bid and the asked price. If the execution and price offered by more than one dealer or underwriter are comparable, 

the order may be allocated to a dealer or underwriter that has provided research or other services as discussed 

below. 

In placing portfolio transactions, the Adviser will seek best execution. The full range and quality of services 

available will be considered in making these determinations, such as the size of the order, the difficulty of 

execution, the operational facilities of the firm involved, the firm’s risk in positioning a block of securities and 

other factors. The Adviser does not engage in soft dollar arrangements with any broker dealers.  

Investment decisions for the Fund are made independently from those of other client accounts or mutual funds 

managed or advised by the Adviser. Nevertheless, it is possible that at times identical securities will be acceptable 

for both the Fund and one or more of such client accounts or mutual funds. In such event, the position of the Fund 

and such client account(s) or mutual funds in the same issuer may vary and the length of time that each may 

choose to hold its investment in the same issuer may likewise vary. However, to the extent any of these client 

accounts or mutual funds seek to acquire the same security as the Fund at the same time, the Fund may not be able 

to acquire as large a portion of such security as it desires, or it may have to pay a higher price or obtain a lower 

yield for such security. Similarly, the Fund may not be able to obtain as high a price for, or as large an execution 

of, an order to sell any particular security at the same time. If one or more of such client accounts or mutual funds 

simultaneously purchases or sells the same security that the Fund is purchasing or selling, each day’s transactions 

in such security will be allocated between the Fund and all such client accounts or mutual funds in a manner 

deemed equitable by the Adviser, taking into account the respective sizes of the accounts and the amount of cash 

available for investment, the investment objective of the account, and the ease with which a client’s appropriate 

amount can be bought, as well as the liquidity and volatility of the account and the urgency involved in making an 

investment decision for the client. It is recognized that in some cases this system could have a detrimental effect 

on the price or value of the security insofar as the Fund is concerned. In other cases, however, it is believed that 

the ability of the Fund to participate in volume transactions may produce better executions for the Fund. 

GENERAL INFORMATION 

The Declaration of Trust permits the Trustees to issue an unlimited number of full and fractional shares of 

beneficial interest and to divide or combine the shares into a greater or lesser number of shares without thereby 

changing the proportionate beneficial interest in the Fund. Each share represents an interest in the Fund 

proportionately equal to the interest of each other share. Upon the Fund’s liquidation, all shareholders would share 

pro rata in the net assets of the Fund available for distribution to shareholders.  

With respect to the Fund, the Trust may offer more than one class of shares. The Trust reserves the right to create 

and issue additional series or classes. Each share of a series or class represents an equal proportionate interest in 

that series or class with each other share of that series or class. The Fund offers three share classes – Super 

Institutional Class, Institutional Class and Advisor Class shares.  

The Trust is not required to hold annual meetings of shareholders but will hold special meetings of shareholders 

of a series or class when, in the judgment of the Trustees, it is necessary or desirable to submit matters for a 

shareholder vote. Shareholders have, under certain circumstances, the right to communicate with other 

shareholders in connection with requesting a meeting of shareholders for the purpose of removing one or more 

Trustees. Shareholders also have, in certain circumstances, the right to remove one or more Trustees without a 

meeting. No material amendment may be made to the Declaration of Trust without the affirmative vote of the 

holders of a majority of the outstanding shares of each portfolio affected by the amendment. The Declaration of 

Trust provides that, at any meeting of shareholders of the Trust or of any series or class, a Shareholder Servicing 

Agent may vote any shares as to which such Shareholder Servicing Agent is the agent of record and which are not 

represented in person or by proxy at the meeting, proportionately in accordance with the votes cast by holders of 

all shares of that portfolio otherwise represented at the meeting in person or by proxy as to which such 

Shareholder Servicing Agent is the agent of record. Any shares so voted by a Shareholder Servicing Agent will be 

deemed represented at the meeting for purposes of quorum requirements. Any series or class may be terminated 
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(i) upon the merger or consolidation with, or the sale or disposition of all or substantially all of its assets to, 

another entity, if approved by the vote of the holders of two thirds of its outstanding shares, except that if the 

Board recommends such merger, consolidation or sale or disposition of assets, the approval by vote of the holders 

of a majority of the series’ or class’ outstanding shares will be sufficient, or (ii) by the vote of the holders of a 

majority of its outstanding shares, or (iii) by the Board by written notice to the series’ or class’ shareholders. 

Unless each series and class is so terminated, the Trust will continue indefinitely. 

The Declaration of Trust also provides that the Trust shall maintain appropriate insurance (for example, fidelity 

bonding and errors and omissions insurance) for the protection of the Trust, its shareholders, Trustees, officers, 

employees and agents covering possible tort and other liabilities. Thus, the risk of a shareholder incurring 

financial loss on account of shareholder liability is limited to circumstances in which both inadequate insurance 

existed and the Trust itself was unable to meet its obligations. 

The Declaration of Trust does not require the issuance of stock certificates. If stock certificates are issued, they 

must be returned by the registered owners prior to the transfer or redemption of shares represented by such 

certificates. 

Rule 18f-2 under the 1940 Act provides that as to any investment company which has two or more series 

outstanding and as to any matter required to be submitted to shareholder vote, such matter is not deemed to have 

been effectively acted upon unless approved by the holders of a “majority” (as defined in the Rule) of the voting 

securities of each series affected by the matter. Such separate voting requirements do not apply to the election of 

Trustees or the ratification of the selection of accountants. The Rule contains special provisions for cases in which 

an advisory contract is approved by one or more, but not all, series. A change in investment policy may go into 

effect as to one or more series whose holders so approve the change even though the required vote is not obtained 

as to the holders of other affected series. 

ADDITIONAL PURCHASE AND REDEMPTION INFORMATION 

The information provided below supplements the information contained in the Prospectus regarding the purchase 

and redemption of Fund shares. 

How to Buy Shares 

You may purchase shares of the Fund from securities brokers, dealers or financial intermediaries (collectively, 

“Financial Intermediaries”). Investors should contact their Financial Intermediary directly for appropriate 

instructions, as well as information pertaining to accounts and any service or transaction fees that may be charged. 

The Fund may enter into arrangements with certain Financial Intermediaries whereby such Financial 

Intermediaries are authorized to accept your order on behalf of the Fund. If you transmit your order to these 

Financial Intermediaries before the close of regular trading (generally 4:00 p.m., Eastern Time) on a day that the 

NYSE is open for business, shares will be purchased at the appropriate per share price next computed after it is 

received by the Financial Intermediary. Investors should check with their Financial Intermediary to determine if it 

participates in these arrangements. 

The public offering price of Fund shares is the NAV per share. Shares are purchased at the public offering price 

next determined after the Transfer Agent receives your order in good order (i.e., the purchase request includes the 

name of the Fund; the dollar amount of shares to be purchased; your account application or investment stub; and a 

check payable to Fulcrum Diversified Absolute Return Fund. In most cases, in order to receive that day’s public 

offering price, the Transfer Agent must receive your order in good order before the close of regular trading on the 

New York Stock Exchange (“NYSE”), normally 4:00 p.m., Eastern Time. 

The Trust reserves the right in its sole discretion (i) to suspend the continued offering of a Fund’s shares and (ii) to 

reject purchase orders in whole or in part when in the judgment of the Adviser or the Distributor such rejection is 

in the best interest of the Fund. The Adviser has the right to reduce or waive the minimum for initial and 

subsequent investments for certain fiduciary accounts or under circumstances where certain economies can be 

achieved in sales of the Fund’s shares. 
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In addition to cash purchases, Fund shares may be purchased by tendering payment in-kind in the form of shares 

of stock, bonds or other securities. Any securities used to buy Fund shares must be readily marketable, their 

acquisition consistent with the Fund’s objective and otherwise acceptable to the Adviser and the Board. 

How to Sell Shares and Delivery of Redemption Proceeds 

You can sell your Fund shares any day the NYSE is open for regular trading, either directly to the Fund or through 

your Financial Intermediary. 

The Fund typically sends the redemption proceeds on the next business day (a day when the NYSE is open for 

normal business) after the redemption request is received in good order and prior to market close, regardless of 

whether the redemption proceeds are sent via check, wire, or ACH transfer. While not expected, payment of 

redemption proceeds may take up to seven days.  As authorized by SEC rules, the Fund may suspend the right of 

redemption or postpone the date of payment during any period when (a) trading on the NYSE is restricted as 

determined by the SEC or the NYSE is closed for other than weekends and holidays; (b) an emergency exists as 

determined by the SEC making disposal of portfolio securities or valuation of net assets of the Fund not 

reasonably practicable; or (c) for such other period as the SEC may permit for the protection of the Fund’s 

shareholders.  

The value of shares on redemption or repurchase may be more or less than the investor’s cost, depending upon the 

market value of the Fund’s portfolio securities at the time of redemption or repurchase. 

Telephone Redemptions 

Shareholders with telephone transaction privileges established on their account may redeem Fund shares by 

telephone. Upon receipt of any instructions or inquiries by telephone from the shareholder, the Fund or its 

authorized agents may carry out the instructions and/or respond to the inquiry consistent with the shareholder’s 

previously established account service options. For joint accounts, instructions or inquiries from either party will 

be carried out without prior notice to the other account owners. In acting upon telephone instructions, the Fund 

and its agents use procedures that are reasonably designed to ensure that such instructions are genuine. These 

include recording all telephone calls, requiring pertinent information about the account and sending written 

confirmation of each transaction to the registered owner. 

Fund Services will employ reasonable procedures to confirm that instructions communicated by telephone are 

genuine. If Fund Services fails to employ reasonable procedures, the Fund and Fund Services may be liable for 

any losses due to unauthorized or fraudulent instructions. If these procedures are followed, however, to the extent 

permitted by applicable law, neither the Fund nor its agents will be liable for any loss, liability, cost or expense 

arising out of any redemption request, including any fraudulent or unauthorized request. For additional 

information, contact Fund Services. 

Redemptions In-Kind 

The Fund has reserved the right to pay the redemption price of its shares, either totally or partially, by a 

distribution in-kind of portfolio securities (instead of cash). The securities so distributed would be valued at the 

same amount as that assigned to them in calculating the NAV per share for the shares being sold. If a shareholder 

receives a distribution in-kind, the shareholder could incur brokerage or other charges in converting the securities 

to cash. 

In the unlikely event the Fund were to elect to make an in-kind redemption, the Fund expects that it would follow 

the normal protocol of making such distribution by way of a pro rata distribution based on its entire portfolio. If 

the Fund held illiquid securities, such distribution may contain a pro rata portion of such illiquid securities or the 

Fund may determine, based on a materiality assessment, not to include illiquid securities in the in-kind 

redemption. The Fund does not anticipate that it would ever selectively distribute a greater than pro rata portion of 

any illiquid securities to satisfy a redemption request. If such securities are included in the distribution, 

shareholders may not be able to liquidate such securities and may be required to hold such securities indefinitely. 

Shareholders’ ability to liquidate such securities distributed in-kind may be restricted by resale limitations or 

substantial restrictions on transfer imposed by the issuers of the securities or by law. Shareholders may only be 
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able to liquidate such securities distributed in-kind at a substantial discount from their value, and there may be 

higher brokerage costs associated with any subsequent disposition of these securities by the recipient. 

DETERMINATION OF SHARE PRICE 

The NAV of the Fund is determined as of the close of regular trading on the New York Stock Exchange (the 

“NYSE”) (generally 4:00 p.m., Eastern Time), each day the NYSE is open for trading. The NYSE annually 

announces the days on which it will not be open for trading. It is expected that the NYSE will not be open for 

trading on the following holidays:  New Year’s Day, Martin Luther King, Jr. Day, Washington’s 

Birthday/Presidents’ Day, Good Friday, Memorial Day, Juneteenth National Independence Day, Independence 

Day, Labor Day, Thanksgiving Day and Christmas Day.  

NAV is calculated by adding the value of all securities and other assets attributable to the Fund (including interest 

and dividends accrued, but not yet received), then subtracting liabilities attributable to the Fund (including 

accrued expenses).  

Generally, the Fund’s investments are valued at market value or, in the absence of a market value, at fair value as 

determined in good faith by the Adviser with oversight by the Trust’s Valuation Committee pursuant to procedures 

approved by or under the direction of the Board. Pursuant to those procedures, the Adviser considers, among other 

things:  (1) the last sales price on the securities exchange, if any, on which a security is primarily traded; (2) the 

mean between the bid and asked prices; (3) price quotations from an approved pricing service; and (4) other 

factors as necessary to determine a fair value under certain circumstances. 

Securities primarily traded in the NASDAQ Global Market® for which market quotations are readily available 

shall be valued using the NASDAQ® Official Closing Price (“NOCP”). If the NOCP is not available, such 

securities shall be valued at the last sale price on the day of valuation, or if there has been no sale on such day, at 

the mean between the bid and asked prices. OTC securities which are not traded in the NASDAQ Global Market® 

shall be valued at the most recent sales price. Securities and assets for which market quotations are not readily 

available (including restricted securities which are subject to limitations as to their sale) are valued at fair value as 

determined in good faith under procedures approved by or under the direction of the Board. 

Short-term debt obligations with remaining maturities in excess of 60 days are valued at current market prices, as 

discussed above.  

The Fund’s securities, including ADRs, EDRs and GDRs, which are traded on securities exchanges are valued at 

the last sale price on the exchange on which such securities are traded, as of the close of business on the day the 

securities are being valued or, lacking any reported sales, at the mean between the last available bid and asked 

price. Securities that are traded on more than one exchange are valued on the exchange determined by the Adviser 

to be the primary market. 

In the case of foreign securities, the occurrence of certain events after the close of foreign markets, but prior to the 

time the Fund’s NAV is calculated (such as a significant surge or decline in the U.S. or other markets) often will 

result in an adjustment to the trading prices of foreign securities when foreign markets open on the following 

business day. If such events occur, the Fund will value foreign securities at fair value, taking into account such 

events, in calculating the NAV. In such cases, use of fair valuation can reduce an investor’s ability to seek to profit 

by estimating the Fund’s NAV in advance of the time the NAV is calculated. The Adviser anticipates that the 

Fund’s portfolio holdings will be fair valued only if market quotations for those holdings are considered 

unreliable or are unavailable. 

An option that is written or purchased by the Fund shall be valued using composite pricing via the National Best 

Bid and Offer quotes. Composite pricing looks at the last trade on the exchange where the option is traded. If 

there are no trades for an option on a given business day, as of closing, the Fund will value the option at the mean 

of the highest bid price and lowest ask price across the exchanges where the option is traded. For options where 

market quotations are not readily available, fair value shall be determined by the Fund’s Adviser with oversight by 

the Trust’s Valuation Committee. 
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All other assets of the Fund are valued in such manner as the Board in good faith deems appropriate to reflect 

their fair value. 

DISTRIBUTIONS AND TAX INFORMATION 

Distributions 

Dividends from net investment income and distributions from net profits from the sale of securities are generally 

made annually. Also, the Fund typically distributes any undistributed net investment income on or about 

December 31 of each year. Any net capital gains realized through the period ended October 31 of each year will 

also be distributed by December 31 of each year. 

Each distribution by the Fund is accompanied by a brief explanation of the form and character of the distribution. 

In January of each year, the Fund will issue to each shareholder a statement of the federal income tax status of all 

distributions. 

Tax Information 

The following is only a summary of certain additional U.S. federal income tax considerations generally affecting 

the Fund and its shareholders that is intended to supplement the discussion contained in the Fund’s prospectus. No 

attempt is made to present a detailed explanation of the tax treatment of the Fund or its shareholders, and the 

discussion here and in the Fund’s prospectus is not intended as a substitute for careful tax planning.  

The Fund’s shares held in a tax-qualified retirement account will generally not be subject to federal taxation on 

income and capital gains distributions from the Fund until a shareholder begins receiving payments from their 

retirement account. Because each shareholder’s tax situation is different, shareholders should consult their tax 

advisors with specific reference to their own tax situations, including their state, local, and foreign tax liabilities. 

The following general discussion of certain federal income tax consequences is based on the Code and the 

regulations issued thereunder as in effect on the date of this SAI. New legislation, as well as administrative 

changes or court decisions, may significantly change the conclusions expressed herein, and may have a retroactive 

effect with respect to the transactions contemplated herein. 

Qualification as a Regulated Investment Company. The Fund has elected, and intends to qualify each year, to 

be treated as a regulated investment company (“RIC”) under Subchapter M of the Code. To qualify as a RIC, the 

Fund must, among other things: (a) derive at least 90% of its gross income in each taxable year from dividends, 

interest, payments with respect to certain securities loans, and gains from the sale or other disposition of stock or 

securities or foreign currencies, or other income (including, but not limited to, gains from options, futures or 

forward contracts) derived with respect to its business of investing in such stock, securities or currencies, and net 

income derived from interests in “qualified publicly traded partnerships” (i.e., partnerships that are traded on an 

established securities market or tradable on a secondary market, other than partnerships that derive 90% of their 

income from interest, dividends, capital gains, and other traditionally permitted mutual fund income); and (b) 

diversify its holdings so that, at the end of each quarter of the Fund’s taxable year, (i) at least 50% of the market 

value of the Fund’s assets is represented by cash, securities of other RICs, U.S. government securities and other 

securities, with such other securities limited, in respect of any one issuer, to an amount not greater than 5% of the 

Fund’s assets and not greater than 10% of the outstanding voting securities of such issuer and (ii) not more than 

25% of the value of its assets is invested, including through corporations in which the Fund owns a 20% or more 

voting stock interest,  in the securities (other than U.S. government securities or securities of RICs) of any one 

issuer, in the securities (other than the securities of other RICs) of any two or more issuers that the Fund controls 

and that are determined to be engaged in the same or similar trades or businesses or related trades or businesses, 

or in the securities of one or more “qualified publicly traded partnerships.” 

As a RIC, the Fund will not be subject to U.S. federal income tax on the portion of its taxable investment income 

and capital gains that it timely distributes to its shareholders, provided that it satisfies a minimum distribution 

requirement. To satisfy the minimum distribution requirement, the Fund must distribute to its shareholders at least 

the sum of (i) 90% of its “investment company taxable income” (i.e., generally, its taxable income other than its 

net capital gain, computed without regard to the dividends paid deduction, plus or minus certain other 
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adjustments), and (ii) 90% of its net tax-exempt income for the taxable year. The Fund will be subject to income 

tax at the regular corporate tax rate on any taxable income or gains that it does not distribute to its shareholders. 

The Fund’s policy is to distribute to its shareholders all of its investment company taxable income (computed 

without regard to the dividends paid deduction) and any net realized long-term capital gains for each fiscal year in 

a manner that complies with the distribution requirements of the Code, so that the Fund will not be subject to any 

federal income or excise taxes. However, the Fund can give no assurances that distributions will be sufficient to 

eliminate all taxes.  

If, for any taxable year, the Fund were to fail to qualify as a RIC under the Code or were to fail to meet the 

distribution requirement, it would be taxed in the same manner as an ordinary corporation at the corporate tax rate 

(currently 21%) and distributions to its shareholders would not be deductible by the Fund in computing its taxable 

income. In addition, in the event of a failure to qualify, the Fund’s distributions, to the extent derived from the 

Fund’s current and accumulated earnings and profits, including any distributions of net long-term capital gains, 

would be taxable to shareholders as ordinary dividend income for federal income tax purposes. However, such 

dividends would be eligible, subject to any generally applicable limitations, (i) to be treated as qualified dividend 

income in the case of non-corporate shareholders and (ii) for the dividends received deduction in the case of 

corporate shareholders. Moreover, if the Fund were to fail to qualify as a RIC in any year, it would be required to 

pay out its earnings and profits accumulated in that year in order to qualify again as a RIC. Under certain 

circumstances, the Fund may cure a failure to qualify as a RIC, but in order to do so the Fund may incur 

significant Fund-level taxes and may be forced to dispose of certain assets. If the Fund failed to qualify as a RIC 

for a period greater than two taxable years, the Fund would generally be required to recognize, and would 

generally be subject to a corporate level tax with respect to, any net built-in gains with respect to certain of its 

assets upon a disposition of such assets within five years of qualifying as a RIC in a subsequent year. 

The Fund may elect to treat part or all of any “qualified late year loss” as if it had been incurred in the succeeding 

taxable year in determining the Fund’s taxable income, net capital gain, net short-term capital gain, and earnings 

and profits.  The effect of this election is to treat any such “qualified late year loss” as if it had been incurred in 

the succeeding taxable year in characterizing Fund distributions for any calendar year.  A “qualified late year loss” 

generally includes net capital loss, net long-term capital loss, or net short-term capital loss incurred after October 

31 of the current taxable year (commonly referred to as “post-October losses”) and certain other late-year losses. 

If the Fund has a “net capital loss” (that is, capital losses in excess of capital gains) for a taxable year the excess of 

the Fund’s net short-term capital losses over its net long-term capital gains is treated as a short-term capital loss 

arising on the first day of the Fund's next taxable year, and the excess (if any) of the Fund’s net long-term capital 

losses over its net short-term capital gains is treated as a long-term capital loss arising on the first day of the 

Fund’s next taxable year. Those net capital losses can be carried forward indefinitely to offset capital gains, if any, 

in years following the year of the loss. Under certain circumstances, the Fund may elect to treat certain losses as 

though they were incurred on the first day of the taxable year following the taxable year in which they were 

actually incurred. 

Federal Excise Tax. The Fund will be subject to a nondeductible 4% federal excise tax to the extent it fails to 

distribute by the end of the calendar year at least the sum of (i) 98% of its ordinary income for such year, (ii) 

98.2% of its capital gain net income (the excess of short- and long-term capital gains over short- and long-term 

capital losses) for the one-year period ending on October 31 of such year, and (iii) any retained amount from the 

prior calendar year on which the Fund or shareholders paid no federal income tax. The Fund intends to make 

sufficient distributions to avoid liability for federal excise tax, but can make no assurances that such tax will be 

completely eliminated. 

Distributions to Shareholders. The Fund receives income generally in the form of dividends and interest on 

investments.  This income, plus net short-term capital gains, if any, less expenses incurred in the operation of the 

Fund, constitutes the Fund’s net investment income from which dividends may be paid to you.  Net realized 

capital gains for a fiscal period are computed by taking into account any capital loss carryforward of the Fund. 

Taxable dividends and distributions are subject to tax whether you receive them in cash or in additional shares. 
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Distributions of net investment income, including distributions of net short-term capital gains are taxable to 

shareholders as ordinary income or, for non-corporate shareholders, as qualified dividend income. Distributions 

from the Fund’s net capital gain (i.e., the excess of the Fund’s net long-term capital gains over its net short-term 

capital losses) are taxable to shareholders as long-term capital gains regardless of the length of time shares have 

been held. In general, to the extent that the Fund receives qualified dividend income, the Fund may report a 

portion of the dividends it pays as qualified dividend income, which for non-corporate shareholders is subject to 

U.S. federal income tax rates of up to 20%. Qualified dividend income is, in general, dividend income from 

taxable domestic corporations and certain foreign corporations (i.e., foreign corporations incorporated in a 

possession of the United States or in certain countries with a comprehensive tax treaty with the United States, and 

foreign corporations if the stock with respect to which the dividend was paid is readily tradable on an established 

securities market in the United States). A dividend will not be treated as qualified dividend income to the extent 

that (i) the shareholder has not held the shares on which the dividend was paid for more than 60 days during the 

121-day period that begins on the date that is 60 days before the date on which the shares become “ex-dividend”  

with respect to such dividend, (ii) the shareholder is under an obligation (whether pursuant to a short sale or 

otherwise) to make related payments with respect to substantially similar or related property, or (iii) the 

shareholder elects to treat such dividend as investment income under section 163(d)(4)(B) of the Code. The 

holding period requirements described in this paragraph apply to shareholders’ investments in the Fund and to the 

Fund’s investments in underlying dividend-paying stocks. Distributions received by the Fund from another RIC 

will be treated as qualified dividend income only to the extent so reported by such other RIC.   If 95% or more of 

a Fund’s gross income (calculated without taking into account net capital gain derived from sales or other 

dispositions of stock or securities) consists of qualified dividend income, the Fund may report all distributions of 

such income as qualified dividend income. Certain of the Fund’s investment strategy may limit its ability to report 

distributions eligible to be treated as qualified dividend income.    

Dividends paid by the Fund that are attributable to dividends received by the Fund from domestic corporations 

may qualify for the dividends received deduction for corporate shareholders of the Fund. Certain of the Fund’s 

investment strategies may limit its ability to make distributions eligible for the dividends received deduction. 

There is no requirement that the Fund take into consideration any tax implications when implementing its 

investment strategy. If the Fund’s distributions exceed its earnings and profits, all or a portion of the distributions 

may be treated as a return of capital to shareholders. A return of capital distribution generally will not be taxable 

but will reduce each shareholder’s tax basis, resulting in a higher capital gain or lower capital loss when the shares 

on which the distribution was received are sold. After a shareholder’s tax basis in the shares has been reduced to 

zero, distributions in excess of earnings and profits will be treated as gain from the sale of the shareholder’s 

shares.  

Each shareholder who receives taxable distributions in the form of additional shares will be treated for U.S. 

federal income tax purposes as if receiving a distribution in an amount equal to the amount of money that the 

shareholder would have received if he or she had instead elected to receive cash distributions. The shareholder’s 

aggregate tax basis in shares of the Fund will be increased by such amount.  

A dividend or distribution received shortly after the purchase of shares reduces the net asset value of the shares by 

the amount of the dividend or distribution and, although in effect a return of capital, will be taxable to the 

shareholder. If the net asset value of shares were reduced below the shareholder's cost by dividends or 

distributions representing gains realized on sales of securities, such dividends or distributions would be a return of 

investment though taxable to the shareholder in the same manner as other dividends or distributions. This is 

known as “buying a dividend” and should be avoided by taxable investors. 

A dividend or other distribution by the Fund is generally treated under the Code as received by the shareholders at 

the time the dividend or distribution is made. However, distributions declared in October, November or December 

to shareholders of record on a date in such a month and paid the following January are taxable as if received on 

December 31. Under this rule, therefore, a shareholder may be taxed in one year on dividends or distributions 

actually received in January of the following year. 
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Shareholders should note that the Fund may make taxable distributions of income and capital gains even when 

share values have declined. 

The Fund (or its administrative agent) will inform you of the amount of your ordinary income dividends, qualified 

dividend income and capital gain distributions, if any, and will advise you of their tax status for federal income 

tax purposes shortly after the close of each calendar year. If you have not held your shares for a full year, the Fund 

may designate and distribute to you, as ordinary income, qualified dividend income or capital gain, a percentage 

of income that is not equal to the actual amount of such income earned during the period of your investment in the 

Fund. 

Under recently issued final Treasury Regulations, a RIC that receives business interest income may pass through 

its net business interest income for purposes of the tax rules applicable to the interest expense limitations under 

Section 163(j) of the Code. A RIC’s total “Section 163(j) Interest Dividend” for a tax year is limited to the excess 

of the RIC’s business interest income over the sum of its business interest expense and its other deductions 

properly allocable to its business interest income. A RIC may, in its discretion, designate all or a portion of 

ordinary dividends as Section 163(j) Interest Dividends, which would allow the recipient shareholder to treat the 

designated portion of such dividends as interest income for purposes of determining such shareholder’s interest 

expense deduction limitation under Section 163(j). This can potentially increase the amount of a shareholder’s 

interest expense deductible under Section 163(j). In general, to be eligible to treat a Section 163(j) Interest 

Dividend as interest income, you must have held your shares in the Fund for more than 180 days during the 361-

day period beginning on the date that is 180 days before the date on which the share becomes ex-dividend with 

respect to such dividend. Section 163(j) Interest Dividends, if so designated by the Fund, will be reported to your 

financial intermediary or otherwise in accordance with the requirements specified by the Internal Revenue Service 

(“IRS”). 

Sales, Exchanges or Redemptions. Any gain or loss recognized on a sale, exchange or redemption of shares of 

the Fund by a shareholder who is not a dealer in securities will generally, for individual shareholders, be treated as 

a long-term capital gain or loss if the shares have been held for more than twelve months and otherwise will be 

treated as a short-term capital gain or loss. 

A shareholder may recognize a taxable gain or loss on a redemption of Fund shares. Any loss realized upon 

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 distributions of long-term capital gains during such six month period. Any 

loss realized upon a redemption may be disallowed under certain wash sale rules to the extent shares of the Fund 

are purchased (through reinvestment of distributions or otherwise) within 30 days before or after the redemption. 

A 3.8% tax generally applies to all or a portion of the net investment income of a shareholder who is an individual 

and not a nonresident alien for federal income tax purposes and who has adjusted gross income (subject to certain 

adjustments) that exceeds a threshold amount ($250,000 if married filing jointly or if considered a “surviving 

spouse” for federal income tax purposes, $125,000 if married filing separately, and $200,000 in other cases). This 

3.8% tax also applies to all or a portion of the undistributed net investment income of certain shareholders that are 

estates and trusts. For these purposes, dividends, interest and certain capital gains (among other categories of 

income) are generally taken into account in computing a shareholder’s net investment income.  

Under the Code, the Fund will be required to report to the IRS all distributions of taxable income and capital gains 

as well as gross proceeds from the redemption of Fund shares, except in the case of exempt shareholders, which 

includes most corporations. The Fund will also be required to report tax basis information for such shares and 

indicate whether these shares had a short-term or long-term holding period. If a shareholder has a different basis 

for different shares of the Fund in the same account (e.g., if a shareholder purchased shares in the same account at 

different times for different prices), the Fund calculates the basis of the shares sold using its default method unless 

the shareholder has properly elected to use a different method. The Fund’s default method for calculating basis is 

first-in, first-out (“FIFO”). A shareholder may elect, on an account-by-account basis, to use a method other than 

FIFO by following procedures established by the Fund or its administrative agent. If such an election is made on 

or prior to the date of the first redemption of shares in the account and on or prior to the date that is one year after 

the shareholder receives notice of the Fund’s default method, the new election will generally apply as if the FIFO 
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method had never been in effect for such account. Shareholders should consult their tax advisers concerning the 

tax consequences of applying Fund’s default method or electing another method of basis calculation. Shareholders 

also should carefully review any cost basis information provided to them and make any additional basis, holding 

period or other adjustments that are required when reporting these amounts on their federal income tax returns. 

Tax Treatment of Complex Securities. The Fund may invest in complex securities and these investments may be 

subject to numerous special and complex tax rules. These rules could affect the Fund’s ability to qualify as a RIC, 

affect whether gains and losses recognized by the Fund are treated as ordinary income or capital gain, accelerate 

the recognition of income to the Fund and/or defer the Fund’s ability to recognize losses, and, in limited cases, 

subject the Fund to U.S. federal income tax on income from certain of its foreign securities. In turn, these rules 

may affect the amount, timing or character of the income distributed to you by the Fund. 

The Fund may invest in, or hold, debt obligations that are in the lowest rating categories or that are unrated, 

including debt obligations of issuers not currently paying interest or that are in default. Investments in debt 

obligations that are at risk of or are in default present special tax issues for the Fund. Federal income tax rules are 

not entirely clear about issues such as when the Fund may cease to accrue interest, original issue discount or 

market discount, when and to what extent deductions may be taken for bad debts or worthless securities, how 

payments received on obligations in default should be allocated between principal and interest and whether 

certain exchanges of debt obligations in a workout context are taxable. These and other issues will be addressed 

by the Fund, in the event it invests in or holds such securities, in order to seek to ensure that it distributes 

sufficient income to preserve its status as a RIC and does not become subject to U.S. federal income or excise tax. 

Any security or other position entered into or held by the Fund that substantially diminishes the Fund’s risk of loss 

from any other position held by the Fund may constitute a “straddle” for federal income tax purposes.  In general, 

straddles are subject to certain rules that may affect the amount, character and timing of the Fund’s gains and 

losses with respect to straddle positions by requiring, among other things, that the loss realized on disposition of 

one position of a straddle be deferred until gain is realized on disposition of the offsetting position; that the Fund’s 

holding period in certain straddle positions not begin until the straddle is terminated (possibly resulting in the gain 

being treated as short-term capital gain rather than long-term capital gain); and that losses recognized with respect 

to certain straddle positions, which would otherwise constitute short-term capital losses, be treated as long-term 

capital losses.  Different elections are available to the Fund that may mitigate the effects of the straddle rules. 

The Fund is required for federal income tax purposes to mark-to-market and recognize as income for each taxable 

year its net unrealized gains and losses on certain futures and options contracts that are subject to Section 1256 of 

the Code (“Section 1256 Contracts”) as of the end of the year, as well as those actually realized during the year. 

Gain or loss from Section 1256 Contracts on broad-based indexes required to be marked-to-market will be 60% 

long-term and 40% short-term capital gain or loss. Application of this rule may alter the timing and character of 

distributions to shareholders. The Fund may be required to defer the recognition of losses on Section 1256 

Contracts to the extent of any unrecognized gains on offsetting positions held by such Fund. These provisions 

may also require the Fund to mark-to-market certain types of positions in its portfolio (i.e., treat them as if they 

were closed out), which may cause the Fund to recognize income without receiving cash with which to make 

distributions in amounts necessary to satisfy the Distribution Requirement and for avoiding the excise tax 

discussed above. Accordingly, in order to avoid certain income and excise taxes, the Fund may be required to 

liquidate its investments at a time when the investment adviser might not otherwise have chosen to do so. 

The Fund’s transactions in foreign currencies and forward currency contracts will be subject to special provisions 

of the Code that, among other things, may affect the character of gains and losses realized by the Fund (i.e., may 

affect whether gains or losses are ordinary or capital), accelerate recognition of income to the Fund and defer 

losses. These rules could therefore affect the character, amount and timing of distributions to shareholders. These 

provisions also may require the Fund to mark-to-market certain types of positions in its portfolio (i.e., treat them 

as if they were closed out) which may cause the Fund to recognize income without receiving cash with which to 

make distributions in amounts necessary to satisfy the Distribution Requirement and for avoiding the excise tax 

described above. The Fund intends to monitor its transactions, intends to make the appropriate tax elections, and 

intends to make the appropriate entries in their books and records when it acquires any foreign currency or 
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forward foreign currency contract in order to mitigate the effect of these rules so as to prevent disqualification of 

the Fund as a RIC and minimize the imposition of income and excise taxes. Accordingly, in order to avoid certain 

income and excise taxes, the Fund may be required to liquidate its investments at a time when the investment 

advisor might not otherwise have chosen to do so. 

The U.S. Treasury Department has authority to issue regulations that would exclude foreign currency gains from 

the Qualifying Income Test described above if such gains are not directly related to the Fund’s business of 

investing in stock or securities (or options and futures with respect to stock or securities). Accordingly, regulations 

may be issued in the future that could treat some or all of the Fund’s non-U.S. currency gains as non-qualifying 

income, thereby potentially jeopardizing the Fund’s status as a RIC for all years to which the regulations are 

applicable.  

Any market discount recognized on a bond is taxable as ordinary income. A market discount bond is a bond 

acquired in the secondary market at a price below redemption value or adjusted issue price if issued with original 

issue discount. Absent an election by the Fund to include the market discount in income as it accrues, gain on the 

Fund’s disposition of such an obligation will be treated as ordinary income rather than capital gain to the extent of 

the accrued market discount.  

The Fund may invest in REITs. Investments in REIT equity securities may require the Fund to accrue and 

distribute income not yet received. To generate sufficient cash to make the requisite distributions, the Fund may 

be required to sell securities in its portfolio (including when it is not advantageous to do so) that it otherwise 

would have continued to hold. The Fund’s investments in REIT equity securities may at other times result in the 

Fund’s receipt of cash in excess of the REIT’s earnings; if the Fund distributes these amounts, these distributions 

could constitute a return of capital to shareholders for federal income tax purposes. Dividends paid by a REIT, 

other than capital gain distributions, will be taxable as ordinary income up to the amount of the REIT’s current 

and accumulated earnings and profits. Capital gain dividends paid by a REIT to the Fund will be treated as long-

term capital gains by the Fund and, in turn, may be distributed by the Fund to its shareholders as a capital gain 

distribution. Dividends received by the Fund from a REIT generally will not constitute qualified dividend income 

or qualify for the dividends received deduction. If a REIT is operated in a manner such that it fails to qualify as a 

REIT, an investment in the REIT would become subject to double taxation, meaning the taxable income of the 

REIT would be subject to federal income tax at the regular corporate rate without any deduction for dividends 

paid to shareholders and the dividends would be taxable to shareholders as ordinary income (or possibly as 

qualified dividend income) to the extent of the REIT’s current and accumulated earnings and profits. 

“Qualified REIT dividends” (i.e., ordinary REIT dividends other than capital gain dividends and portions of REIT 

dividends designated as qualified dividend income eligible for capital gain tax rates) are eligible for a 20% 

deduction by non-corporate taxpayers.  This deduction, if allowed in full, equates to a maximum effective tax rate 

of 29.6% (37% top rate applied to income after 20% deduction). Distributions by the Fund to its shareholders that 

are attributable to qualified REIT dividends received by the Fund and which the Fund properly reports as “section 

199A dividends,” are treated as “qualified REIT dividends” in the hands of non-corporate shareholders.  A section 

199A dividend is treated as a qualified REIT dividend only if the shareholder receiving such dividend holds the 

dividend-paying RIC shares for at least 46 days of the 91-day period beginning 45 days before the shares become 

ex-dividend, and is not under an obligation to make related payments with respect to a position in substantially 

similar or related property.  The Fund is permitted to report such part of its dividends as section 199A dividends as 

are eligible, but is not required to do so. 

REITs in which the Fund invests often do not provide complete and final tax information to the Fund until after 

the time that the Fund issues a tax reporting statement. As a result, the Fund may at times find it necessary to 

reclassify the amount and character of its distributions to you after it issues your tax reporting statement. When 

such reclassification is necessary, the Fund (or its administrative agent) will send you a corrected, final Form 

1099-DIV to reflect the reclassified information. If you receive a corrected Form 1099-DIV, use the information 

on this corrected form, and not the information on the previously issued tax reporting statement, in completing 

your tax returns. 



 

40 

Certain of the Fund’s investments when made directly (including commodity-related investments and certain 

other non-security based derivatives) may generate income that is not qualifying income for purposes of the 90% 

test described above.  The Fund’s investment in the Subsidiary is expected to provide the Fund with exposure to 

the commodities markets within the limitations of the federal tax requirements of Subchapter M of the Code.  The  

“Subpart F” income (defined in Section 951 of the Code to include passive income, including from commodity-

linked derivatives) of the Fund attributable to its investment in the Subsidiary is “qualifying income” to the Fund 

to the extent that such income is derived with respect to the Fund’s business of investing in stock, securities or 

currencies.  The Fund expects its “Subpart F” income attributable to its investment in the Subsidiary to be treated 

as “qualifying income.”  The Advisor intends to conduct the Fund’s investments in the Subsidiary in a manner 

consistent with the terms and conditions of applicable Code regulations, and will monitor the Fund's investments 

in the Subsidiary to ensure that no more than 25% of the Fund’s assets are invested in the Subsidiary. 

To the extent the Fund directly invests in commodity-linked derivative instruments and other similar instruments 

it may be subject to the risk that such instruments will not generate qualifying income and may compromise the 

Fund’s ability to qualify as a RIC.  The Fund may be unable to determine the percentage of qualifying income it 

has derived for a taxable year until after year-end, may generate more non-qualifying income than anticipated or 

may be unable to generate qualifying income in a particular taxable year at levels sufficient to limit its non-

qualifying income to 10% of its gross income.  If the Fund were to fail to meet the qualifying income test for 

qualification as a RIC, it would be taxed in the same manner as an ordinary corporation, and distributions to its 

shareholders would not be deductible by the Fund in computing its taxable income, unless certain relief provisions 

are available (which would generally require the Fund to pay certain Fund-level taxes). In addition, the Fund may 

determine not to make an investment that it otherwise would have made, or may dispose of an investment it 

otherwise would have retained, in an effort to meet the 90% qualifying income test described above. 

A U.S. person, including the Fund, who owns (directly or indirectly) 10% or more of the total combined voting 

power of all classes of stock of 10% or more of the total value of shares of all classes of stock of a foreign 

corporation is a “United States Shareholder” for purposes of the controlled foreign corporation (“CFC”) 

provisions of the Code. A CFC is a foreign corporation that, on any day of its taxable year, is owned (directly, 

indirectly, or constructively) more than 50% (measured by voting power or value) by U.S. Shareholders. The 

Fund expects that the Subsidiary will be treated as a CFC and that, under the CFC rules, the Fund will be treated 

as a “United States shareholder” of the Subsidiary.  As a “United States shareholder” of the Subsidiary, the Fund 

will be required to include in its gross income the Subsidiary’s “Subpart F income” (described below) and any 

global intangible low-taxed income (“GILTI”) for the CFC’s taxable year ending within the Fund’s taxable year 

regardless of whether corresponding cash amounts are distributed to the Fund in a given year.  “Subpart F 

income” generally includes interest, original issue discount, dividends, net gains from the disposition of stocks or 

securities, receipts with respect to securities loans and net payments received with respect to equity swaps and 

similar derivatives. “Subpart F income” also includes the excess of gains over losses from transactions (including 

futures, forward and similar transactions) in any commodities.  The “Subpart F income” of the Fund attributable 

to its investment in the Subsidiary is “qualifying income” to the Fund for purposes of the 90% test described 

above to the extent that such income is derived with respect to such Fund’s business of investing in stock, 

securities or currencies. GILTI generally includes the active operating profits of the CFC, reduced by a deemed 

return on the tax basis of the CFC’s depreciable tangible assets. 

Subpart F income and GILTI are treated as ordinary income, regardless of the character of the CFC’s underlying 

income. Net losses incurred by a CFC during a tax year do not flow through to the Fund and thus will not be 

available to offset income or capital gain generated from the Fund’s other investments. In addition, net losses 

incurred by a CFC during a tax year generally cannot be carried forward by the CFC to offset gains realized by it 

in subsequent taxable years. To the extent the Fund invests in the Subsidiary and recognizes “Subpart F” income 

or GILTI in excess of actual cash distributions from the Subsidiary, if any, it may be required to sell assets 

(including when it is not advantageous to do so) to generate the cash necessary to distribute as dividends to its 

shareholders all of its income and gains and therefore to eliminate any tax liability at the Fund level. “Subpart F” 

income also includes the excess of gains over losses from transactions (including futures, forward and other 

similar transactions) in commodities.  
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A Fund’s recognition of any “Subpart F” income or GILTI from an investment in the Subsidiary will increase the 

Fund’s tax basis in the Subsidiary. Distributions by the Subsidiary to the Fund, including in redemption of the 

Subsidiary’s shares, will be tax free, to the extent of the Subsidiary’s previously undistributed “Subpart F” income 

or GILTI, and will correspondingly reduce the Fund’s tax basis in the Subsidiary, and any distributions in excess 

of the Fund’s tax basis in the Subsidiary will be treated as realized gain. Any losses with respect to a Fund’s 

shares of the Subsidiary will not be currently recognized. The Fund’s investment in the Subsidiary will potentially 

have the effect of accelerating the Fund’s recognition of income and causing its income to be treated as ordinary 

income, regardless of the character of the Subsidiary’s income. If a net loss is realized by the Subsidiary, such loss 

is generally not available to offset the income earned by the Fund. In addition, the net losses incurred during a 

taxable year by the Subsidiary cannot be carried forward by the Subsidiary to offset gains realized by it in 

subsequent taxable years. The Fund will not receive any credit in respect of any non-U.S. tax borne by the 

Subsidiary. 

In general, each “U.S. Shareholder” is required to file IRS Form 5471 with its U.S. federal income tax (or 

information) returns providing information about its ownership of the CFC. In addition, a “U.S. Shareholder” may 

in certain circumstances be required to report a disposition of shares in the CFC by attaching IRS Form 5471 to its 

U.S. federal income tax (or information) return that it would normally file for the taxable year in which the 

disposition occurs.  In general, these filing requirements will apply to investors of the Fund if the investor is a 

U.S. person who owns directly, indirectly or constructively (within the meaning of Sections 958(a) and (b) of the 

Code) 10% or more of the total combined voting power of all classes of voting stock or 10% or more of the total 

value of shares of all classes of stock of a foreign corporation that is a CFC for an uninterrupted period of thirty 

(30) days or more during any tax year of the foreign corporation, and who owned that stock on the last day of that 

year. 

A foreign corporation, such as the Subsidiary, is generally not subject to U.S. federal income taxation on a net 

income basis unless it is deemed to be engaged in a U.S. trade or business.  A foreign corporation generally will 

not be treated as engaged in a U.S. trade or business if it only trades in stocks, securities and certain commodities 

through a resident broker, commission agent, custodian or other independent agent. The Fund expects that the 

Subsidiary will fall within this exception and therefore will not be subject to tax on a net income basis in the U.S.  

If, however, the Subsidiary were to engage in activities outside of the exception, then the Subsidiary might be 

subject to tax on its net income that is effectively connected with the conduct of a trade or business in the U.S. 

The Subsidiary may be subject to a 30% withholding tax, even if it is not deemed to be engaged in a U.S. trade or 

business, if it realizes certain types of income from U.S. sources. The Fund does not expect the Subsidiary will 

earn income that will be subject to the 30% withholding tax. 

If the Fund acquires any equity interest in certain foreign corporations (i) that receive at least 75% of their annual 

gross income from passive sources (such as interest, dividends, certain rents and royalties, or capital gains) or (ii) 

where at least 50% of the corporation’s assets (computed based on average fair market value) either produce or 

are held for the production of passive income (“passive foreign investment companies”), the Fund could be 

subject to U.S. federal income tax and additional interest charges on “excess distributions” received from such 

companies or on gain from the sale of stock in such companies, even if all income or gain actually received by the 

Fund is timely distributed to its shareholders.  The Fund would not be able to pass through to its shareholders any 

credit or deduction for such a tax.  A “qualified electing fund” election or a “mark to market” election may be 

available that would ameliorate these adverse tax consequences, but such elections could require the Fund to 

recognize taxable income or gain (subject to the distribution requirements applicable to RICs, as described above) 

without the concurrent receipt of cash. Amounts included in income each year by the Fund arising from a  

“qualified electing fund” election, will be “qualifying income” for purposes of the 90% test (as described above) 

even if not distributed to the Fund, if the Fund derives such income from its business of investing in stock, 

securities or currencies. Gains from the sale of stock of passive foreign investment companies may also be treated 

as ordinary income.  In order for the Fund to make a qualified electing fund election with respect to a passive 

foreign investment company, the passive foreign investment company would have to agree to provide certain tax 

information to the Fund on an annual basis, which it might not agree to do.  The Fund may limit and/or manage its 
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holdings in passive foreign investment companies to limit its tax liability or maximize its return from these 

investments. 

Foreign Taxes. The Fund may be subject to foreign withholding taxes on dividends and interest earned with 

respect to securities of foreign corporations. Tax conventions between certain countries and the U.S. may reduce 

or eliminate such taxes in some cases.  

If more than 50% of the value of the Fund’s total assets at the close of any taxable year consist of stock or 

securities of foreign corporations, the Fund may file an election with the IRS that may enable shareholders, in 

effect, to receive either the benefit of a foreign tax credit, or a deduction from such taxes, with respect to any 

foreign and U.S. possessions income taxes paid by the Fund, subject to certain limitations. Pursuant to the 

election, the Fund will treat those taxes as dividends paid to its shareholders. Each such shareholder will be 

required to include a proportionate share of those taxes in gross income as income received from a foreign source 

and must treat the amount so included as if the shareholder had paid the foreign tax directly. The shareholder may 

then either deduct the taxes deemed paid by him or her in computing his or her taxable income or, alternatively, 

use the foregoing information in calculating any foreign tax credit they may be entitled to use against the 

shareholders’ federal income tax. If the Fund makes the election, the Fund (or its administrative agent) will report 

annually to their shareholders the respective amounts per share of the Fund’s income from sources within, and 

taxes paid to, foreign countries and U.S. possessions. If the Fund does not hold sufficient foreign securities to 

meet the above threshold, then shareholders will not be entitled to claim a credit or further deduction with respect 

to foreign taxes paid by the Fund. 

A shareholder’s ability to claim a foreign tax credit or deduction in respect of foreign taxes paid by the Fund may 

be subject to certain limitations imposed by the Code, which may result in a shareholder not receiving a full credit 

or deduction (if any) for the amount of such taxes. In particular, shareholders must hold their Fund shares (without 

protection from risk of loss) on the ex-dividend date and for at least 15 additional days during the 30-day period 

surrounding the ex-dividend date to be eligible to claim a foreign tax credit with respect to a given dividend. 

Shareholders who do not itemize on their federal income tax returns may claim a credit (but no deduction) for 

such foreign taxes. Even if the Fund were eligible to make such an election for a given year, it may determine not 

to do so. Shareholders that are not subject to U.S. federal income tax, and those who invest in the Fund through 

tax-advantaged accounts (including those who invest through individual retirement accounts or other tax-

advantaged retirement plans), generally will receive no benefit from any tax credit or deduction passed through by 

the Fund. 

Tax Shelter Reporting Regulations. Under Treasury regulations, if a shareholder recognizes a loss with respect 

to the Fund’s shares of $2 million or more for an individual shareholder, or $10 million or more for a corporate 

shareholder, in any single year (or certain greater amounts over a combination of years), the shareholder must file 

with the IRS a disclosure statement on IRS Form 8886. Direct shareholders of portfolio securities are in many 

cases excepted from this reporting requirement, but under current guidance, shareholders of a RIC are not 

excepted. A shareholder who fails to make the required disclosure to the IRS may be subject to adverse tax 

consequences, including substantial penalties. The fact that a loss is reportable under these regulations does not 

affect the legal determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should 

consult their tax advisors to determine the applicability of these regulations in light of their individual 

circumstances. 

Backup Withholding. Pursuant to the backup withholding provisions of the Code, distributions of any taxable 

income and capital gains and proceeds from the redemption of Fund shares may be subject to withholding of 

federal income tax at the current rate of 24% in the case of non-exempt shareholders who fail to furnish the Fund 

with their taxpayer identification numbers or with required certifications regarding their status under the federal 

income tax law, or if the IRS notifies the Fund that such backup withholding is required. If the withholding 

provisions are applicable, any such distributions and proceeds, whether taken in cash or reinvested in additional 

shares, will be reduced by the amounts required to be withheld. Corporate and other exempt shareholders should 

provide the Fund with their taxpayer identification numbers or certify their exempt status in order to avoid 

possible erroneous application of backup withholding. Backup withholding is not an additional tax and any 
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amounts withheld may be credited against a shareholder’s ultimate federal income tax liability if proper 

documentation is provided. The Fund reserves the right to refuse to open an account for any person failing to 

provide a certified taxpayer identification number. 

The foregoing discussion of U.S. federal income tax law relates solely to the application of that law to U.S. 

citizens or residents and U.S. domestic corporations, partnerships, trusts and estates.  

Non-U.S. Investors. Any non-U.S. investors in the Fund may be subject to U.S. withholding and estate tax and 

are encouraged to consult their tax advisors prior to investing in the Fund. Foreign shareholders (i.e., nonresident 

alien individuals and foreign corporations, partnerships, trusts and estates) are generally subject to U.S. 

withholding tax at the rate of 30% (or a lower tax treaty rate) on distributions derived from taxable ordinary 

income. The Fund may, under certain circumstances, report all or a portion of a dividend as an “interest-related 

dividend” or a “short-term capital gain dividend,” which would generally be exempt from this 30% 

U.S. withholding tax, provided certain other requirements are met. Short-term capital gain dividends received by a 

nonresident alien individual who is present in the U.S. for a period or periods aggregating 183 days or more 

during the taxable year are not exempt from this 30% withholding tax. Gains realized by foreign shareholders 

from the sale or other disposition of shares of a Fund generally are not subject to U.S. taxation, unless the 

recipient is an individual who is physically present in the U.S. for 183 days or more per year. Foreign 

shareholders who fail to provide an applicable IRS form may be subject to backup withholding on certain 

payments from the Fund. Backup withholding will not be applied to payments that are subject to the 30% (or 

lower applicable treaty rate) withholding tax described in this paragraph. Different tax consequences may result if 

the foreign shareholder is engaged in a trade or business within the United States. In addition, the tax 

consequences to a foreign shareholder entitled to claim the benefits of a tax treaty may be different than those 

described above. 

Under legislation generally known as “FATCA” (the Foreign Account Tax Compliance Act), the Fund is required 

to withhold 30% of certain ordinary dividends it pays to shareholders that fail to meet prescribed information 

reporting or certification requirements. In general, no such withholding will be required with respect to a U.S. 

person or non-U.S. person that timely provides the certifications required by the Fund or its agent on a valid IRS 

Form W-9 or applicable series of IRS Form W-8, respectively. Shareholders potentially subject to withholding 

include foreign financial institutions (“FFIs”), such as non-U.S. investment funds, and non-financial foreign 

entities (“NFFEs”). To avoid withholding under FATCA, an FFI generally must enter into an information sharing 

agreement with the IRS in which it agrees to report certain identifying information (including name, address, and 

taxpayer identification number) with respect to its U.S. account holders (which, in the case of an entity 

shareholder, may include its direct and indirect U.S. owners), and an NFFE generally must identify and provide 

other required information to the Fund or other withholding agent regarding its U.S. owners, if any. Such non-

U.S. shareholders also may fall into certain exempt, excepted or deemed compliant categories as established by 

regulations and other guidance. A non-U.S. shareholder resident or doing business in a country that has entered 

into an intergovernmental agreement with the U.S. to implement FATCA will be exempt from FATCA 

withholding provided that the shareholder and the applicable foreign government comply with the terms of the 

agreement. The Fund will not pay any additional amounts in respect to any amounts withheld.  

A non-U.S. entity that invests in the Fund will need to provide the Fund with documentation properly certifying 

the entity’s status under FATCA in order to avoid FATCA withholding. Non-U.S. investors in the Fund should 

consult their tax advisors in this regard.  

Tax-Exempt Shareholders. Certain tax-exempt shareholders, including qualified pension plans, individual 

retirement accounts, salary deferral arrangements, 401(k)s, and other tax-exempt entities, generally are exempt 

from federal income taxation except with respect to their unrelated business taxable income (“UBTI”). Tax-

exempt entities are not permitted to offset losses from one trade or business against the income or gain of another 

trade or business.  Certain net losses incurred prior to January 1, 2018 are permitted to offset gain and income 

created by an unrelated trade or business, if otherwise available. Under current law, the Fund generally serves to 

block UBTI from being realized by its tax-exempt shareholders. However, notwithstanding the foregoing, a tax-

exempt shareholder could realize UBTI by virtue of an investment in the Fund where, for example: (i) the Fund 
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invests in residual interests of Real Estate Mortgage Investment Conduits (“REMICs”), (ii) the Fund invests in a 

REIT that is a taxable mortgage pool (“TMP”) or that has a subsidiary that is a TMP or that invests in the residual 

interest of a REMIC, or (iii) shares in the Fund constitute debt-financed property in the hands of the tax-exempt 

shareholder within the meaning of section 514(b) of the Code. Charitable remainder trusts are subject to special 

rules and should consult their tax advisor. The IRS has issued guidance with respect to these issues and 

prospective shareholders, especially charitable remainder trusts, are strongly encouraged to consult their tax 

advisors regarding these issues. 

The Fund’s shares held in a tax-qualified retirement account will generally not be subject to federal taxation on 

income and capital gains distributions from the Fund until a shareholder begins receiving payments from their 

retirement account. Because each shareholder’s tax situation is different, shareholders should consult their tax 

advisors with specific reference to their own tax situations, including their state, local, and foreign tax liabilities.  

This discussion and the related discussion in the Prospectus have been prepared by Fund management. The 

information above is only a summary of some of the tax considerations generally affecting the Fund and its 

shareholders. No attempt has been made to discuss individual tax consequences and this discussion should not be 

construed as applicable to all shareholders’ tax situations. Investors should consult their own tax advisors to 

determine the suitability of the Fund and the applicability of any federal, state, local or foreign taxation.  

DISTRIBUTION AGREEMENT 

The Trust has entered into a Distribution Agreement (the “Distribution Agreement”) with Northern Lights 

Distributors, LLC, 4221 North 203rd Street, Suite 100, Elkhorn, NE  68022 (the “Distributor”), pursuant to which 

the Distributor acts as the Fund’s distributor, provides certain administration services and promotes and arranges 

for the sale of Fund shares. The offering of the Fund’s shares is continuous. The Distributor, Fund Services, and 

Custodian are all affiliated companies. The Distributor is a registered broker-dealer and member of FINRA. 

The Distribution Agreement has an initial term of up to two years and will continue in effect only if such 

continuance is specifically approved at least annually by the Board or by vote of a majority of the Fund’s 

outstanding voting securities and, in either case, by a majority of the Trustees who are not parties to the 

Distribution Agreement or “interested persons” (as defined in the 1940 Act) of any such party. The Distribution 

Agreement is terminable without penalty by the Trust on behalf of the Fund on 60 days’ written notice when 

authorized either by a majority vote of the Fund’s shareholders or by vote of a majority of the Board, including a 

majority of the Trustees who are not “interested persons” (as defined in the 1940 Act) of the Trust, or by the 

Distributor on 60 days’ written notice, and will automatically terminate in the event of its “assignment” (as 

defined in the 1940 Act). 

RULE 12b-1 DISTRIBUTION AND SERVICE PLAN 

The Fund has adopted a Distribution Plan pursuant to Rule 12b-1 ("12b-1 Plan") under the 1940 Act under which 

the Fund’s Advisor Class shares pay the Distributor an amount which is accrued daily and paid quarterly, at an 

annual rate of up to 0.25% of the average daily net assets of the Fund’s Advisor Class. Amounts paid under the 

12b-1 Plan, by the Fund, are paid to the Distributor to reimburse it for costs of the services it provides and the 

expenses it bears in the distribution of the Fund’s shares, including overhead and telephone expenses; printing and 

distribution of prospectuses and reports used in connection with the offering of the Fund’s shares to prospective 

investors; and preparation, printing and distribution of sales literature and advertising materials. Such fee is paid 

to the Distributor each year only to the extent of such costs and expenses of the Distributor under the 12b-1 Plan 

actually incurred in that year. In addition, payments to the Distributor under the 12b-1 Plan reimburse the 

Distributor for payments it makes to selected dealers and administrators which have entered into Service 

Agreements with the Distributor of periodic fees for services provided to shareholders of the Fund. The services 

provided by selected dealers pursuant to the 12b-1 Plan are primarily designed to promote the sale of shares of the 

Fund and include the furnishing of office space and equipment, telephone facilities, personnel and assistance to 

the Fund in servicing such shareholders. The services provided by the administrators pursuant to the 12b-1 Plan 

are designed to provide support services to the Fund and include establishing and maintaining shareholders’ 
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accounts and records, processing purchase and redemption transactions, answering routine client inquiries 

regarding the Fund and providing other services to the Fund as may be required. 

Under the 12b-1 Plan, the Trustees will be furnished quarterly with information detailing the amount of expenses 

paid under the Plan and the purposes for which payments were made. The 12b-1 Plan may be terminated at any 

time by vote of a majority of the Trustees of the Trust who are not interested persons. Continuation of the 12b-1 

Plan is considered by such Trustees no less frequently than annually. With the exception of the Distributor and the 

Adviser, in their capacities as the Fund’s principal underwriter and distribution coordinator, respectively, no 

interested person has or had a direct or indirect financial interest in the 12b-1 Plan or any related agreement. 

While there is no assurance that the expenditures of the Fund’s assets to finance distribution of shares will have 

the anticipated results, the Board believes there is a reasonable likelihood that one or more of such benefits will 

result, and because the Board is in a position to monitor the distribution expenses, it is able to determine the 

benefit of such expenditures in deciding whether to continue the 12b-1 Plan. 

Any material amendment to the 12b-1 Plan must be approved by the Board, including a majority of the 

Independent Trustees, or by a vote of a “majority” (as defined in the 1940 Act) of the outstanding voting securities 

of the applicable class or classes. The 12b-1 Plan may be terminated, with respect to a class or classes of the Fund, 

without penalty at any time: (1) by vote of a majority of the Board, including a majority of the Independent 

Trustees; or (2) by a vote of a “majority” (as defined in the 1940 Act) of the outstanding voting securities of the 

applicable class or classes. 

MARKETING AND SUPPORT PAYMENTS 

The Adviser, out of its own resources and without additional cost to the Fund or its shareholders, may provide 

additional cash payments or other compensation to certain financial intermediaries who sell shares of the Fund. 

Such payments may be divided into categories as follows: 

Support Payments. Payments may be made by the Adviser to certain financial intermediaries in connection with 

the eligibility of the Fund to be offered in certain programs and/or in connection with meetings between the 

Fund’s representatives and financial intermediaries and its sales representatives. Such meetings may be held for 

various purposes, including providing education and training about the Fund and other general financial topics to 

assist financial intermediaries’ sales representatives in making informed recommendations to, and decisions on 

behalf of, their clients. 

Entertainment, Conferences and Events. The Adviser also may pay cash or non-cash compensation to sales 

representatives of financial intermediaries in the form of (i) occasional gifts; (ii) occasional meals, tickets or other 

entertainments; and/or (iii) sponsorship support for the financial intermediary’s client seminars and cooperative 

advertising. In addition, the Adviser pays for exhibit space or sponsorships at regional or national events of 

financial intermediaries. 

The prospect of receiving, or the receipt of additional payments or other compensation as described above by 

financial intermediaries may provide such intermediaries and/or their salespersons with an incentive to favor sales 

of shares of the Fund, and other mutual funds whose affiliates make similar compensation available, over sale of 

shares of mutual funds (or non-mutual fund investments) not making such payments. You may wish to take such 

payment arrangements into account when considering and evaluating any recommendations relating to the Fund 

shares. 

ANTI-MONEY LAUNDERING PROGRAM 

The Trust has established an Anti-Money Laundering Program (the “Program”) as required by the Uniting and 

Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 

(“USA PATRIOT Act”). In order to ensure compliance with this law, the Trust’s Program provides for the 

development of internal practices, procedures and controls, designation of anti-money laundering compliance 

officers, an ongoing training program and an independent audit function to determine the effectiveness of the 

Program. 
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Procedures to implement the Program include, but are not limited to, determining that the Fund’s Distributor and 

Transfer Agent have established proper anti-money laundering procedures, reporting suspicious and/or fraudulent 

activity, checking shareholder names against designated government lists, including Office of Foreign Asset 

Control (“OFAC”), and a complete and thorough review of all new opening account applications. The Trust will 

not transact business with any person or legal entity whose identity and beneficial owners, if applicable, cannot be 

adequately verified under the provisions of the USA PATRIOT Act. 

FINANCIAL STATEMENTS 

The financial statements for the Predecessor Fund and the independent registered public accounting firm’s report 

included in the Fund’s annual report to shareholders for the fiscal year ended June 30, 2022, is a separate 

document and the financial statements, accompanying notes and report of the independent registered public 

accounting firm appearing therein are incorporated by reference into this SAI. You can obtain the annual report 

without charge on the SEC’s website at www.sec.gov, upon written request, or request by telephone at 855-538-

5278. 

http://www.sec.gov/Archives/edgar/data/1261788/000089418921006455/0000894189-21-006455-index.htm
http://www.sec.gov/Archives/edgar/data/1261788/000089418921006455/0000894189-21-006455-index.htm
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Appendix A 

 

DESCRIPTION OF SECURITIES RATINGS 

 

Short-Term Credit Ratings 

 

A Standard & Poor’s short-term issue credit rating is a forward-looking opinion about the 

creditworthiness of an obligor with respect to a specific financial obligation having an original maturity of no 

more than 365 days. The following summarizes the rating categories used by Standard & Poor’s for short-term 

issues: 

 

“A-1” – A short-term obligation rated “A-1” is rated in the highest category and indicates that the 

obligor’s capacity to meet its financial commitment on the obligation is strong. Within this category, certain 

obligations are designated with a plus sign (+). This indicates that the obligor’s capacity to meet its financial 

commitment on these obligations is extremely strong. 

 

“A-2” – A short-term obligation rated “A-2” is somewhat more susceptible to the adverse effects of 

changes in circumstances and economic conditions than obligations in higher rating categories. However, the 

obligor’s capacity to meet its financial commitment on the obligation is satisfactory. 

 

“A-3” – A short-term obligation rated “A-3” exhibits adequate protection parameters. However, adverse 

economic conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to 

meet its financial commitment on the obligation. 

 

“B” – A short-term obligation rated “B” is regarded as vulnerable and has significant speculative 

characteristics. The obligor currently has the capacity to meet its financial commitments; however, it faces major 

ongoing uncertainties which could lead to the obligor’s inadequate capacity to meet its financial commitments. 

 

“C” – A short-term obligation rated “C” is currently vulnerable to nonpayment and is dependent upon 

favorable business, financial, and economic conditions for the obligor to meet its financial commitment on the 

obligation. 

 

“D” – A short-term obligation rated “D” is in default or in breach of an imputed promise. For non-hybrid 

capital instruments, the “D” rating category is used when payments on an obligation are not made on the date due, 

unless Standard & Poor’s believes that such payments will be made within any stated grace period. However, any 

stated grace period longer than five business days will be treated as five business days. The “D” rating also will be 

used upon the filing of a bankruptcy petition or the taking of a similar action and where default on an obligation is 

a virtual certainty, for example due to automatic stay provisions. An obligation’s rating is lowered to “D” if it is 

subject to a distressed exchange offer. 

 

 Local Currency and Foreign Currency Risks – Standard & Poor’s issuer credit ratings make a distinction 

between foreign currency ratings and local currency ratings. An issuer’s foreign currency rating will differ from 

its local currency rating when the obligor has a different capacity to meet its obligations denominated in its local 

currency, vs. obligations denominated in a foreign currency. 

 

Moody’s Investors Service (“Moody’s”) short-term ratings are forward-looking opinions of the relative 

credit risks of financial obligations with an original maturity of thirteen months or less and reflect the likelihood 

of a default on contractually promised payments. Ratings may be assigned to issuers, short-term programs or to 

individual short-term debt instruments. 

Moody’s employs the following designations to indicate the relative repayment ability of rated issuers: 
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“P-1” – Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt 

obligations. 

 

“P-2” – Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt 

obligations. 

 

“P-3” – Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term 

obligations. 

 

“NP” – Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories. 

 

Fitch, Inc. / Fitch Ratings Ltd. (“Fitch”) short-term issuer or obligation rating is based in all cases on 

the short-term vulnerability to default of the rated entity or security stream and relates to the capacity to meet 

financial obligations in accordance with the documentation governing the relevant obligation. Short-term ratings 

are assigned to obligations whose initial maturity is viewed as “short-term” based on market convention. 

Typically, this means up to 13 months for corporate, sovereign and structured obligations, and up to 36 months for 

obligations in U.S. public finance markets. The following summarizes the rating categories used by Fitch for 

short-term obligations: 

 

“F1” – Securities possess the highest short-term credit quality. This designation indicates the strongest 

intrinsic capacity for timely payment of financial commitments; may have an added “+” to denote any 

exceptionally strong credit feature. 

 

“F2” – Securities possess good short-term credit quality. This designation indicates good intrinsic 

capacity for timely payment of financial commitments. 

 

“F3” – Securities possess fair short-term credit quality. This designation indicates that the intrinsic 

capacity for timely payment of financial commitments is adequate. 

 

“B” – Securities possess speculative short-term credit quality. This designation indicates minimal capacity 

for timely payment of financial commitments, plus heightened vulnerability to near term adverse changes in 

financial and economic conditions. 

 

“C” – Securities possess high short-term default risk. Default is a real possibility. 

 

“RD” – Restricted default. Indicates an entity that has defaulted on one or more of its financial commitments, 

although it continues to meet other financial obligations. Typically applicable to entity ratings only. 

 

“D” – Default. Indicates a broad-based default event for an entity, or the default of a short-term obligation. 

 

The DBRS® Ratings Limited (“DBRS”) short-term debt rating scale provides an opinion on the risk that 

an issuer will not meet its short-term financial obligations in a timely manner. Ratings are based on quantitative 

and qualitative considerations relevant to the issuer and the relative ranking of claims. The R-1 and R-2 rating 

categories are further denoted by the sub-categories “(high)”, “(middle)”, and “(low)”. 

 

The following summarizes the ratings used by DBRS for commercial paper and short-term debt: 

 

 “R-1 (high)” - Short-term debt rated “R-1 (high)” is of the highest credit quality. The capacity for the 

payment of short-term financial obligations as they fall due is exceptionally high. Unlikely to be adversely 

affected by future events. 
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 “R-1 (middle)” – Short-term debt rated “R-1 (middle)” is of superior credit quality. The capacity for the 

payment of short-term financial obligations as they fall due is very high. Differs from “R-1 (high)” by a relatively 

modest degree. Unlikely to be significantly vulnerable to future events. 

 

 “R-1 (low)” – Short-term debt rated “R-1 (low)” is of good credit quality. The capacity for the payment of 

short-term financial obligations as they fall due is substantial. Overall strength is not as favorable as higher rating 

categories. May be vulnerable to future events, but qualifying negative factors are considered manageable. 

 

 “R-2 (high)” – Short-term debt rated “R-2 (high)” is considered to be at the upper end of adequate credit 

quality. The capacity for the payment of short-term financial obligations as they fall due is acceptable. May be 

vulnerable to future events. 

 

 “R-2 (middle)” – Short-term debt rated “R-2 (middle)” is considered to be of adequate credit quality. The 

capacity for the payment of short-term financial obligations as they fall due is acceptable. May be vulnerable to 

future events or may be exposed to other factors that could reduce credit quality. 

 

 “R-2 (low)” – Short-term debt rated “R-2 (low)” is considered to be at the lower end of adequate credit 

quality. The capacity for the payment of short-term financial obligations as they fall due is acceptable. May be 

vulnerable to future events. A number of challenges are present that could affect the issuer’s ability to meet such 

obligations. 

 

 “R-3” – Short-term debt rated “R-3” is considered to be at the lowest end of adequate credit quality. There 

is a capacity for the payment of short-term financial obligations as they fall due. May be vulnerable to future 

events and the certainty of meeting such obligations could be impacted by a variety of developments. 

 

 “R-4” – Short-term debt rated “R-4” is considered to be of speculative credit quality. The capacity for the 

payment of short-term financial obligations as they fall due is uncertain. 

 

 “R-5” – Short-term debt rated “R-5” is considered to be of highly speculative credit quality. There is a 

high level of uncertainty as to the capacity to meet short-term financial obligations as they fall due. 

 

 “D” – Short-term debt rated “D” is assigned when the issuer has filed under any applicable bankruptcy, 

insolvency or winding up statute or there is a failure to satisfy an obligation after the exhaustion of grace periods, 

a downgrade to “D” may occur. DBRS may also use “SD” (Selective Default) in cases where only some securities 

are impacted, such as the case of a “distressed exchange”. 

 

Long-Term Credit Ratings 

 

The following summarizes the ratings used by Standard & Poor’s for long-term issues: 

 

“AAA” – An obligation rated “AAA” has the highest rating assigned by Standard & Poor’s. The obligor’s 

capacity to meet its financial commitment on the obligation is extremely strong. 

 “AA” – An obligation rated “AA” differs from the highest-rated obligations only to a small degree. The 

obligor’s capacity to meet its financial commitment on the obligation is very strong.  

 

“A” – An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in 

circumstances and economic conditions than obligations in higher-rated categories. However, the obligor’s 

capacity to meet its financial commitment on the obligation is still strong. 
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“BBB” – An obligation rated “BBB” exhibits adequate protection parameters. However, adverse 

economic conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to 

meet its financial commitment on the obligation. 

 

“BB,” “B,” “CCC,” “CC” and “C” – Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as 

having significant speculative characteristics. “BB” indicates the least degree of speculation and “C” the highest. 

While such obligations will likely have some quality and protective characteristics, these may be outweighed by 

large uncertainties or major exposures to adverse conditions. 

 

“BB” – An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. 

However, it faces major ongoing uncertainties or exposure to adverse business, financial, or economic conditions 

which could lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation. 

 

“B” – An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB”, but the 

obligor currently has the capacity to meet its financial commitment on the obligation. Adverse business, financial, 

or economic conditions will likely impair the obligor’s capacity or willingness to meet its financial commitment 

on the obligation. 

 

“CCC” – An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon 

favorable business, financial and economic conditions for the obligor to meet its financial commitment on the 

obligation. In the event of adverse business, financial, or economic conditions, the obligor is not likely to have the 

capacity to meet its financial commitment on the obligation. 

 

“CC” – An obligation rated “CC” is currently highly vulnerable to nonpayment. The “CC” rating is used when a 

default has not yet occurred, but Standard & Poor’s expects default to be a virtual certainty, regardless of the 

anticipated time to default. 

 

“C” – An obligation rated “C” is currently highly vulnerable to nonpayment, and the obligation is expected to 

have lower relative seniority or lower ultimate recovery compared to obligations that are rated higher. 

 

“D” – An obligation rated “D” is in default or in breach of an imputed promise. For non-hybrid capital 

instruments, the “D” rating category is used when payments on an obligation are not made on the date due, unless 

Standard & Poor’s believes that such payments will be made within five business days in the absence of a stated 

grace period or within the earlier of the stated grace period or 30 calendar days. The “D” rating also will be used 

upon the filing of a bankruptcy petition or the taking of similar action and where default on an obligation is a 

virtual certainty, for example due to automatic stay provisions. An obligation’s rating is lowered to “D” if it is 

subject to a distressed exchange offer. 

 

Plus (+) or minus (-) – The ratings from “AA” to “CCC” may be modified by the addition of a plus (+) or 

minus (-) sign to show relative standing within the major rating categories. 

 

“NR” – This indicates that no rating has been requested, or that there is insufficient information on which 

to base a rating, or that Standard & Poor’s does not rate a particular obligation as a matter of policy. 

 

 Local Currency and Foreign Currency Risks - Standard & Poor’s issuer credit ratings make a distinction 

between foreign currency ratings and local currency ratings. An issuer’s foreign currency rating will differ from 

its local currency rating when the obligor has a different capacity to meet its obligations denominated in its local 

currency, vs. obligations denominated in a foreign currency. 

 

Moody’s long-term ratings are forward-looking opinions of the relative credit risks of financial 

obligations with an original maturity of one year or more. Such ratings reflect both the likelihood of default on 
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contractually promised payments and the expected financial loss suffered in the event of default. The following 

summarizes the ratings used by Moody’s for long-term debt: 

 

“Aaa” – Obligations rated “Aaa” are judged to be of the highest quality, subject to the lowest level of 

credit risk. 

 

“Aa” – Obligations rated “Aa” are judged to be of high quality and are subject to very low credit risk. 

 

“A” – Obligations rated “A” are judged to be upper-medium grade and are subject to low credit risk.  

 

“Baa” – Obligations rated “Baa” are judged to be medium-grade and subject to moderate credit risk and 

as such may possess certain speculative characteristics.  

 

“Ba” – Obligations rated “Ba” are judged to be speculative and are subject to substantial credit risk.  

 

“B” – Obligations rated “B” are considered speculative and are subject to high credit risk. 

 

“Caa” – Obligations rated “Caa” are judged to be speculative of poor standing and are subject to very 

high credit risk. 

 

“Ca” – Obligations rated “Ca” are highly speculative and are likely in, or very near, default, with some 

prospect of recovery of principal and interest.  

 

“C” – Obligations rated “C” are the lowest rated and are typically in default, with little prospect for 

recovery of principal or interest. 

 

Note:  Moody’s appends numerical modifiers 1, 2, and 3 to each generic rating classification from “Aa” 

through “Caa.”  The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; 

the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that 

generic rating category. 

 

 The following summarizes long-term ratings used by Fitch: 

 

“AAA” – Securities considered to be of the highest credit quality. “AAA” ratings denote the lowest 

expectation of credit risk. They are assigned only in cases of exceptionally strong capacity for payment of 

financial commitments. This capacity is highly unlikely to be adversely affected by foreseeable events. 

 “AA” – Securities considered to be of very high credit quality. “AA” ratings denote expectations of very 

low credit risk. They indicate very strong capacity for payment of financial commitments. This capacity is not 

significantly vulnerable to foreseeable events. 

 

“A” – Securities considered to be of high credit quality. “A” ratings denote expectations of low credit 

risk. The capacity for payment of financial commitments is considered strong. This capacity may, nevertheless, be 

more vulnerable to adverse business or economic conditions than is the case for higher ratings. 

 

“BBB” – Securities considered to be of good credit quality. “BBB” ratings indicate that expectations of 

credit risk are currently low. The capacity for payment of financial commitments is considered adequate but 

adverse business or economic conditions are more likely to impair this capacity. 

  

“BB” – Securities considered to be speculative. “BB” ratings indicate that there is an elevated 

vulnerability to credit risk, particularly in the event of adverse changes in business or economic conditions over 

time; however, business or financial alternatives may be available to allow financial commitments to be met. 
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“B” – Securities considered to be highly speculative. “B” ratings indicate that material credit risk is 

present. 

 

“CCC” – A “CCC” rating indicates that substantial credit risk is present.  

 

“CC” – A “CC” rating indicates very high levels of credit risk.  

 

“C” – A “C” rating indicates exceptionally high levels of credit risk.  

 

Defaulted obligations typically are not assigned “RD” or “D” ratings, but are instead rated in the “B” to 

“C” rating categories, depending upon their recovery prospects and other relevant characteristics. Fitch believes 

that this approach better aligns obligations that have comparable overall expected loss but varying vulnerability to 

default and loss. 

 

Plus (+) or minus (-) may be appended to a rating to denote relative status within major rating categories. 

Such suffixes are not added to the “AAA” obligation rating category, or to corporate finance obligation ratings in 

the categories below “CCC”. 

 

The DBRS long-term rating scale provides an opinion on the risk of default. That is, the risk that an issuer 

will fail to satisfy its financial obligations in accordance with the terms under which an obligation has been 

issued. Ratings are based on quantitative and qualitative considerations relevant to the issuer, and the relative 

ranking of claims. All rating categories other than AAA and D also contain subcategories “(high)” and “(low)”. 

The absence of either a “(high)” or “(low)” designation indicates the rating is in the middle of the category. The 

following summarizes the ratings used by DBRS for long-term debt: 

 

 “AAA” -  Long-term debt rated “AAA” is of the highest credit quality. The capacity for the payment of 

financial obligations is exceptionally high and unlikely to be adversely affected by future events. 

 

 “AA” – Long-term debt rated “AA” is of superior credit quality. The capacity for the payment of financial 

obligations is considered high. Credit quality differs from “AAA” only to a small degree. Unlikely to be 

significantly vulnerable to future events. 

 “A” – Long-term debt rated “A” is of good credit quality. The capacity for the payment of financial 

obligations is substantial, but of lesser credit quality than “AA.”  May be vulnerable to future events, but 

qualifying negative factors are considered manageable. 

 

 “BBB” – Long-term debt rated “BBB” is of adequate credit quality. The capacity for the payment of 

financial obligations is considered acceptable. May be vulnerable to future events. 

 

 “BB” – Long-term debt rated “BB” is of speculative, non-investment grade credit quality. The capacity 

for the payment of financial obligations is uncertain. Vulnerable to future events. 

 

 “B” – Long-term debt rated “B” is of highly speculative credit quality. There is a high level of uncertainty 

as to the capacity to meet financial obligations. 

 

 “CCC”, “CC” and “C” – Long-term debt rated in any of these categories is of very highly speculative 

credit quality. In danger of defaulting on financial obligations. There is little difference between these three 

categories, although “CC” and “C” ratings are normally applied to obligations that are seen as highly likely to 

default, or subordinated to obligations rated in the “CCC” to “B” range. Obligations in respect of which default 

has not technically taken place but is considered inevitable may be rated in the “C” category. 
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 “D” – A security rated “D” is assigned when the issuer has filed under any applicable bankruptcy, 

insolvency or winding up statute or there is a failure to satisfy an obligation after the exhaustion of grace periods, 

a downgrade to “D” may occur. DBRS may also use “SD” (Selective Default) in cases where only some securities 

are impacted, such as the case of a “distressed exchange”. 

 

Municipal Note Ratings 

 

A Standard & Poor’s U.S. municipal note rating reflects Standard & Poor’s opinion about the liquidity 

factors and market access risks unique to the notes. Notes due in three years or less will likely receive a note 

rating. Notes with an original maturity of more than three years will most likely receive a long-term debt rating. In 

determining which type of rating, if any, to assign, Standard & Poor’s analysis will review the following 

considerations: 

 

• Amortization schedule - the larger the final maturity relative to other maturities, the more likely it 

will be treated as a note; and  
 

• Source of payment - the more dependent the issue is on the market for its refinancing, the more 

likely it will be treated as a note. 
 

Municipal Short-Term Note rating symbols are as follows: 

 

“SP-1” – A municipal note rated “SP-1” exhibits a strong capacity to pay principal and interest. An issue 

determined to possess a very strong capacity to pay debt service is given a plus (+) designation. 

 

“SP-2” – A municipal note rated “SP-2” exhibits a satisfactory capacity to pay principal and interest, with 

some vulnerability to adverse financial and economic changes over the term of the notes. 

 

“SP-3” – A municipal note rated “SP-3” exhibits a speculative capacity to pay principal and interest. 

 

Moody’s uses the Municipal Investment Grade (“MIG”) scale to rate U.S. municipal bond anticipation 

notes of up to three years maturity. Municipal notes rated on the MIG scale may be secured by either pledged 

revenues or proceeds of a take-out financing received prior to note maturity. MIG ratings expire at the maturity of 

the obligation, and the issuer’s long-term rating is only one consideration in assigning the MIG rating. MIG 

ratings are divided into three levels – “MIG-1” through “MIG-3” while speculative grade short-term obligations 

are designated “SG”. The following summarizes the ratings used by Moody’s for short-term municipal 

obligations: 

 

“MIG-1” – This designation denotes superior credit quality. Excellent protection is afforded by 

established cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for 

refinancing. 

 

“MIG-2” – This designation denotes strong credit quality. Margins of protection are ample, although not 

as large as in the preceding group. 

 

“MIG-3” – This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be 

narrow, and market access for refinancing is likely to be less well-established. 

 

“SG” – This designation denotes speculative-grade credit quality. Debt instruments in this category may 

lack sufficient margins of protection. 

 

“NR” – Is assigned to an unrated obligation. 
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In the case of variable rate demand obligations (“VRDOs”), a two-component rating is assigned:  a long 

or short-term debt rating and a demand obligation rating. The first element represents Moody’s evaluation of risk 

associated with scheduled principal and interest payments. The second element represents Moody’s evaluation of 

risk associated with the ability to receive purchase price upon demand (“demand feature”). The second element 

uses a rating from a variation of the MIG rating scale called the Variable Municipal Investment Grade or “VMIG” 

scale. The rating transitions on the VMIG scale differ from those on the Prime scale to reflect the risk that external 

liquidity support generally will terminate if the issuer’s long-term rating drops below investment grade. 

 

VMIG rating expirations are a function of each issue’s specific structural or credit features. 

 

“VMIG-1” – This designation denotes superior credit quality. Excellent protection is afforded by the 

superior short-term credit strength of the liquidity provider and structural and legal protections that ensure the 

timely payment of purchase price upon demand. 

 

“VMIG-2” – This designation denotes strong credit quality. Good protection is afforded by the strong 

short-term credit strength of the liquidity provider and structural and legal protections that ensure the timely 

payment of purchase price upon demand. 

 

“VMIG-3” – This designation denotes acceptable credit quality. Adequate protection is afforded by the 

satisfactory short-term credit strength of the liquidity provider and structural and legal protections that ensure the 

timely payment of purchase price upon demand. 

 

“SG” – This designation denotes speculative-grade credit quality. Demand features rated in this category 

may be supported by a liquidity provider that does not have an investment grade short-term rating or may lack the 

structural and/or legal protections necessary to ensure the timely payment of purchase price upon demand. 

 

“NR” – Is assigned to an unrated obligation. 

 

About Credit Ratings 

 

A Standard & Poor’s issue credit rating is a forward-looking opinion about the creditworthiness of an obligor 

with respect to a specific financial obligation, a specific class of financial obligations, or a specific financial 

program (including ratings on medium-term note programs and commercial paper programs). It takes into 

consideration the creditworthiness of guarantors, insurers, or other forms of credit enhancement on the obligation 

and takes into account the currency in which the obligation is denominated. The opinion reflects Standard & 

Poor’s view of the obligor’s capacity and willingness to meet its financial commitments as they come due, and 

may assess terms, such as collateral security and subordination, which could affect ultimate payment in the event 

of default. 

 

Moody’s credit ratings must be construed solely as statements of opinion and not statements of fact or 

recommendations to purchase, sell or hold any securities. 

 

Fitch’s credit ratings provide an opinion on the relative ability of an entity to meet financial commitments, such 

as interest, preferred dividends, repayment of principal, insurance claims or counterparty obligations. Fitch credit 

ratings are used by investors as indications of the likelihood of receiving the money owed to them in accordance 

with the terms on which they invested. Fitch’s credit ratings cover the global spectrum of corporate, sovereign 

(including supranational and sub-national), financial, bank, insurance, municipal and other public finance entities 

and the securities or other obligations they issue, as well as structured finance securities backed by receivables or 

other financial assets. 
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DBRS credit ratings are opinions based on the quantitative and qualitative analysis of information sourced and 

received by DBRS, which information is not audited or verified by DBRS. Ratings are not buy, hold or sell 

recommendations and they do not address the market price of a security. Ratings may be upgraded, downgraded, 

placed under review, confirmed and discontinued. 
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Appendix B 

 

Fulcrum Diversified Absolute Return Fund 

 

Proxy Voting Policy 

 

In accordance with Rule 206(4)-6 under the Advisers Act and the Stewardship Code, it is the policy of the Firm to 

vote all proxies in the best interests of its clients. The Compliance Officer is responsible for ensuring adherence to 

this policy. 

 

The Firm has a commitment to evaluate and to vote proxy in what it believes is the best interests of its clients. The 

Firm will generally vote proxy proposals, amendments, consents or resolutions relating to client securities, 

including interests in private investment funds, if any, on a case-by-case basis and in accordance with the 

following guidelines: 

a. Support a current management initiative if the Firm’s view of the issuer’s management is 

favourable; 

b. Vote to change the management structure of an issuer if it would increase shareholder value; 

c. Vote against management if there is a clear conflict between the issuer’s management and 

shareholder interest; 

d. In some cases, even if the Firm supports an issuer’s management, there may be some corporate 

governance issues that the Firm believes should be subject to shareholder approval; and/or 

e. May abstain from voting proxies when it is determined that the cost of voting the proxy exceeds 

the expected benefit to our clients. 

The investment committee members will receive all proxies and will determine how to vote each such proxy. On 

making a decision, the investment committee members will instruct the Compliance Officer on how to vote. It is 

the responsibility of the Compliance Officer to either vote the shares or to instruct the prime broker of the Firm’s 

voting decision in order to update the client’s proxy voting record. The Compliance Officer is to ensure that the 

voting of all proxies is done in a timely manner and to monitor the effectiveness of these policies. 

 

The Compliance Officer will maintain the following records: 

• A record of each proxy received (if it’s in e-mail form from the prime broker, a copy of the e-

mail). 

• A record of each proxy executed and the reason behind the voting decision if such decision 

was inconsistent with the general guidelines above. 

• A record of each proxy abstained and the reason behind the abstention. 

• All documents which were material to the voting decision including documents which were 

created by the investment committee members (e.g. spreadsheets). 

• Written requests from an investor for information on how the Firm voted proxies and it’s 

response to any request (oral or written) from the investor for such proxy voting information. 

• A written record of all disclosures, resolutions and determination of proxy vote arising from 

a conflict of interest. 

The Compliance Officer will maintain such records for a period of 5 years, the first 2 years in the office and the 

additional 3 years in an easily accessible place. 

 


