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DESCRIPTION OF THE TRUST AND FUND 

The RiverNorth Core Opportunity Fund (the “Fund”) is a diversified series of RiverNorth Funds 
(the “Trust”) and was organized on July 18, 2006 and commenced operations on December 27, 2006.  
The Trust is an open-end investment company established under the laws of the state of Ohio by an 
Agreement and Declaration of Trust dated July 18, 2006 (the “Trust Agreement”).  The Trust Agreement 
permits the Board of Trustees to authorize and issue an unlimited number of shares of beneficial interest 
of separate series without par value.  There are three series currently authorized by the Trust’s Board of 
Trustees.  The investment adviser to the Fund is RiverNorth Capital Management, LLC (the “Adviser”). 

The Fund does not issue share certificates.  All shares are held in non-certificated form registered 
on the books of the Fund and the transfer agent for the account of the shareholder.  Each share of a series 
represents an equal proportionate interest in the assets and liabilities belonging to that series with each 
other share of that series and is entitled to such dividends and distributions out of income belonging to the 
series as are declared by the Trustees.  The shares do not have cumulative voting rights or any preemptive 
or conversion rights, and the Trustees have the authority from time to time to divide or combine the 
shares of any series into a greater or lesser number of shares of that series so long as the proportionate 
beneficial interest in the assets belonging to that series and the rights of shares of any other series are in 
no way affected.  In case of any liquidation of a series, the holders of shares of the series being liquidated 
will be entitled to receive as a class a distribution out of the assets, net of the liabilities, belonging to that 
series.  Expenses attributable to any series are borne by that series.  Any general expenses of the Trust not 
readily identifiable as belonging to a particular series are allocated by or under the direction of the 
Trustees in such manner as the Trustees determine to be fair and equitable.  No shareholder is liable to 
further calls or to assessment by the Trust without his or her express consent. 

Any Trustee of the Trust may be removed by vote of the shareholders holding not less than two-
thirds of the outstanding shares of the Trust.  The Trust does not hold an annual meeting of shareholders.  
When matters are submitted to shareholders for a vote, each shareholder is entitled to one vote for each 
whole share he owns and fractional votes for fractional shares he owns.  All shares of the Fund have equal 
voting rights and liquidation rights.  The Trust Agreement can be amended by the Trustees, except that 
any amendment that adversely affects the rights of shareholders must be approved by the shareholders 
affected.  All shares of the Fund are subject to involuntary redemption if the Trustees determine to 
liquidate the Fund.  An involuntary redemption will create a capital gain or a capital loss, which may have 
tax consequences about which you should consult your tax adviser. 

For information concerning the purchase and redemption of shares of the Fund, see “How to Buy 
Shares” and “How to Redeem Shares” in the Prospectus.  For a description of the methods used to 
determine the share price and value of the Fund's assets, see “How to Buy Shares – Purchasing Shares” 
and "Valuing the Fund's Assets" in the Prospectus and “Determination of Share Price” in this Statement 
of Additional Information. 

ADDITIONAL INFORMATION ABOUT THE FUND'S INVESTMENTS 

Investment Strategies and Risks 

All principal investment strategies and risks are discussed in the Prospectus.  This section 
contains a more detailed discussion of some of the investments the Fund may make and some of the 
techniques it may use, as described in the Prospectus.  These same investments and techniques may be 
used by the underlying funds ("Underlying Funds") in which the Fund invests.  Those investments and 
techniques that may be utilized only by the Underlying Funds are identified.  Additional non-principal 
strategies and risks also are discussed here. 
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Asset-Backed Securities and Collateralized Debt Obligations 

The Fund may invest in asset-backed securities and collateralized debt obligations ("CDOs").  
Asset-backed securities and CDOs are created by the grouping of certain governmental, government 
related and private loans, receivables and other non-mortgage lender assets/collateral into pools.  A 
sponsoring organization establishes a special purpose vehicle to hold the assets/collateral and issue 
securities.  Interests in these pools are sold as individual securities.  Payments of principal and interest are 
passed through to investors and are typically supported by some form of credit enhancement, such as a 
letter of credit, surety bond, limited guaranty or senior/subordination.  Payments from the asset pools may 
be divided into several different tranches of debt securities, offering investors various maturity and credit 
risk characteristics.  Some tranches entitled to receive regular installments of principal and interest, other 
tranches entitled to receive regular installments of interest, with principal payable at maturity or upon 
specified call dates, and other tranches only entitled to receive payments of principal and accrued interest 
at maturity or upon specified call dates.  Different tranches of securities will bear different interest rates, 
which may be fixed or floating. 

Investors in asset-backed securities and CDOs bear the credit risk of the assets/collateral. 
Tranches are categorized as senior, mezzanine, and subordinated/equity, according to their degree of 
credit risk.  If there are defaults or the CDO's collateral otherwise underperforms, scheduled payments to 
senior tranches take precedence over those of mezzanine tranches, and scheduled payments to mezzanine 
tranches take precedence over those to subordinated/equity tranches.  Senior and mezzanine tranches are 
typically rated, with the former receiving S&P Global Ratings (“S&P”) ratings of A to AAA and the latter 
receiving ratings of B to BBB.  The ratings reflect both the credit quality of underlying collateral as well 
as how much protection a given tranch is afforded by tranches that are subordinate to it. 

Because the loans held in the pool often may be prepaid without penalty or premium, asset-
backed securities and CDOs can be subject to higher prepayment risks than most other types of debt 
instruments.  Prepayments may result in a capital loss to the Fund to the extent that the prepaid securities 
purchased at a market discount from their stated principal amount will accelerate the recognition of 
interest income by the Fund, which would be taxed as ordinary income when distributed to the 
shareholders. 

The credit characteristics of asset-backed securities and CDOs also differ in a number of respects 
from those of traditional debt securities.  The credit quality of most asset-backed securities and CDOs 
depends primarily upon the credit quality of the assets/collateral underlying such securities, how well the 
entity issuing the securities is insulated from the credit risk of the originator or any other affiliated 
entities, and the amount and quality of any credit enhancement to such securities. 

Brady Bonds 

Brady bonds are securities created through the exchange of existing commercial bank loans to 
public and private entities in certain emerging markets for new bonds in connection with debt 
restructurings. Brady bonds have been issued since 1989 and do not have a long payment history.  In light 
of the history of defaults of countries issuing Brady bonds on their commercial bank loans, investments in 
Brady bonds may be viewed as speculative.  Brady bonds may be fully or partially collateralized or 
uncollateralized, are issued in various currencies (but primarily the U.S. dollar) and are actively traded in 
over-the-counter secondary markets. Incomplete collateralization of interest or principal payment 
obligations results in increased credit risk. Dollar-denominated collateralized Brady bonds, which may be 
fixed-rate bonds or floating-rate bonds, are generally collateralized by U.S. Treasury zero coupon bonds 
having the same maturity as the Brady bonds. 
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Certificates of Deposit and Bankers’ Acceptances 

Certificates of deposit are receipts issued by a depository institution in exchange for the deposit 
of funds. The issuer agrees to pay the amount deposited plus interest to the bearer of the receipt on the 
date specified on the certificate. The certificate usually can be traded in the secondary market prior to 
maturity. Bankers’ acceptances typically arise from short-term credit arrangements designed to enable 
businesses to obtain funds to finance commercial transactions. Generally, an acceptance is a time draft 
drawn on a bank by an exporter or an importer to obtain a stated amount of funds to pay for specific 
merchandise. The draft is then “accepted” by a bank that, in effect, unconditionally guarantees to pay the 
face value of the instrument on its maturity date. The acceptance may then be held by the accepting bank 
as an earning asset or it may be sold in the secondary market at the going rate of discount for a specific 
maturity. Although maturities for acceptances can be as long as 270 days, most acceptances have 
maturities of six months or less. 

Closed-End Investment Companies 

The Fund invests in closed-end investment companies or funds.  Shares of closed-end funds are 
typically offered to the public in a one-time initial public offering by a group of underwriters who retain a 
spread or underwriting commission of between 4% and 6% of the initial public offering price. Such 
securities are then listed for trading on the New York Stock Exchange (“NYSE”), NYSE American 
(formerly, the American Stock Exchange), the National Association of Securities Dealers Automated 
Quotation System (commonly known as "NASDAQ") and, in some cases, may be traded in other over-
the-counter markets. Because the shares of closed-end funds cannot be redeemed upon demand to the 
issuer like the shares of an open-end investment company (such as the Fund), investors seek to buy and 
sell shares of closed-end funds in the secondary market.  

The Fund generally will purchase shares of closed-end funds only in the secondary market. The 
Fund will incur normal brokerage costs on such purchases similar to the expenses the Fund would incur 
for the purchase of securities of any other type of issuer in the secondary market. The Fund may, 
however, also purchase securities of a closed-end fund in an initial public offering when, in the opinion of 
the Adviser, based on a consideration of the nature of the closed-end fund's proposed investments, the 
prevailing market conditions and the level of demand for such securities, they represent an attractive 
opportunity for growth of capital. The initial offering price typically will include a dealer spread, which 
may be higher than the applicable brokerage cost if the Fund purchased such securities in the secondary 
market. 

The shares of many closed-end funds, after their initial public offering, frequently trade at a price 
per share that is less than the net asset value per share, the difference representing the "market discount" 
of such shares. This market discount may be due in part to the investment objective of long-term 
appreciation, which is sought by many closed-end funds, as well as to the fact that the shares of closed-
end funds are not redeemable by the holder upon demand to the issuer at the next determined net asset 
value, but rather, are subject to supply and demand in the secondary market. A relative lack of secondary 
market purchasers of closed-end fund shares also may contribute to such shares trading at a discount to 
their net asset value. 

The Fund may invest in shares of closed-end funds that are trading at a discount to net asset value 
or at a premium to net asset value. There can be no assurance that the market discount on shares of any 
closed-end fund purchased by the Fund will ever decrease. In fact, it is possible that this market discount 
may increase and the Fund may suffer realized or unrealized capital losses due to further decline in the 
market price of the securities of such closed-end funds, thereby adversely affecting the net asset value of 
the Fund's shares. Similarly, there can be no assurance that any shares of a closed-end fund purchased by 
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the Fund at a premium will continue to trade at a premium or that the premium will not decrease 
subsequent to a purchase of such shares by the Fund.  

Closed-end funds may issue senior securities (including preferred stock and debt obligations) for 
the purpose of leveraging the closed-end fund's common shares in an attempt to enhance the current 
return to such closed-end fund's common shareholders. The Fund's investment in the common shares of 
closed-end funds that are financially leveraged may create an opportunity for greater total return on its 
investment, but at the same time may be expected to exhibit more volatility in market price and net asset 
value than an investment in shares of investment companies without a leveraged capital structure. 

Commercial Paper 

The Fund may purchase commercial paper. Commercial paper consists of short-term (usually 
from 1 to 270 days) unsecured promissory notes issued by corporations in order to finance current 
operations. 

Convertible Securities  

Convertible securities include fixed income securities that may be exchanged or converted into a 
predetermined number of shares of the issuer's underlying common stock at the option of the holder 
during a specified period. Convertible securities may take the form of convertible preferred stock, 
convertible bonds or debentures, units consisting of "usable" bonds and warrants or a combination of the 
features of several of these securities. Convertible securities are senior to common stocks in an issuer’s 
capital structure, but are usually subordinated to similar non-convertible securities. While providing a 
fixed-income stream (generally higher in yield than the income derivable from common stock but lower 
than that afforded by a similar nonconvertible security), a convertible security also gives an investor the 
opportunity, through its conversion feature, to participate in the capital appreciation of the issuing 
company depending upon a market price advance in the convertible security’s underlying common stock. 

Corporate Debt 

Corporate debt securities are long and short-term debt obligations issued by companies (such as 
publicly issued and privately placed bonds, notes and commercial paper).  The Adviser considers corporate 
debt securities to be of investment grade quality if they are rated BBB or higher by S&P or Baa or higher by 
Moody's Investor Services, Inc. (“Moody’s”), or if unrated, determined by the Adviser to be of comparable 
quality.  Investment grade debt securities generally have adequate to strong protection of principal and 
interest payments.  In the lower end of this category, adverse economic conditions or changing 
circumstances are more likely to lead to a weakened capacity to pay interest and repay principal than in 
higher rated categories.  The Fund may invest in both secured and unsecured corporate bonds. A secured 
bond is backed by collateral and an unsecured bond is not. Therefore an unsecured bond may have a lower 
recovery value than a secured bond in the event of a default by its issuer. The Adviser may incorrectly 
analyze the risks inherent in corporate bonds, such as the issuer's ability to meet interest and principal 
payments, resulting in a loss to the Fund. 

Depositary Receipts 

Sponsored and unsponsored American Depositary Receipts ("ADRs") are receipts issued by an 
American bank or trust company evidencing ownership of underlying securities issued by a foreign 
issuer. ADRs, in sponsored form, are designed for use in U.S. securities markets. A sponsoring company 
provides financial information to the bank and may subsidize administration of the ADR.  Unsponsored 
ADRs may be created by a broker-dealer or depository bank without the participation of the foreign 
issuer. Holders of these ADRs generally bear all the costs of the ADR facility, whereas foreign issuers 



5 

typically bear certain costs in a sponsored ADR. The bank or trust company depositary of an unsponsored 
ADR may be under no obligation to distribute shareholder communications received from the foreign 
issuer or to pass through voting rights. Unsponsored ADRs may carry more risk than sponsored ADRs 
because of the absence of financial information provided by the underlying company.  Many of the risks 
described below regarding foreign securities apply to investments in ADRs. 

Emerging Markets Securities  

Investing in emerging market securities imposes risks different from, or greater than, risks of 
investing in foreign developed countries.  These risks include (i) the smaller market capitalization of 
securities markets, which may suffer periods of relative illiquidity, (ii) significant price volatility, (iii) 
restrictions on foreign investment, and (iv) possible repatriation of investment income and capital. In 
addition, foreign investors may be required to register the proceeds of sales, and future economic or 
political crises could lead to price controls, forced mergers, expropriation or confiscatory taxation, 
seizure, nationalization, or the creation of government monopolies. The currencies of emerging market 
countries may experience significant declines against the U.S. dollar, and devaluation may occur 
subsequent to investments in these currencies by the Fund.  Inflation and rapid fluctuations in inflation 
rates have had, and may continue to have, negative effects on the economies and securities markets of 
certain emerging market countries. 

Certain emerging markets limit, or require governmental approval prior to, investments by 
foreign persons. Repatriation of investment income and capital from certain emerging markets is subject 
to certain governmental consents. Even where there is no outright restriction on repatriation of capital, the 
mechanics of repatriation may affect the operation of the Fund. 

Additional risks of emerging markets securities may include (i) greater social, economic and 
political uncertainty and instability, (ii) more substantial governmental involvement in the economy, (iii) 
less governmental supervision and regulation, (iv) the unavailability of currency hedging technique, (v) 
companies that are newly organized and small, (vi) differences in auditing and financial reporting 
standards, which may result in unavailability of material information about issuers, and (vii) less 
developed legal systems. In addition, emerging securities markets may have different clearance and 
settlement procedures, which may be unable to keep pace with the volume of securities transactions or 
otherwise make it difficult to engage in such transactions. Settlement problems may cause the Fund or an 
Underlying Fund to miss attractive investment opportunities, hold a portion of its assets in cash pending 
investment, or be delayed in disposing of a portfolio security. Such a delay could result in possible 
liability to a purchaser of the security. 

Equity Securities 

Equity securities consist of common stock, convertible preferred stock, rights and warrants.  
Common stocks, the most familiar type, represent an equity (ownership) interest in a corporation.  Warrants 
are options to purchase equity securities at a specified price for a specific time period.  Rights are similar to 
warrants, but normally have a short duration and are distributed by the issuer to its shareholders.  Although 
equity securities have a history of long term growth in value, their prices fluctuate based on changes in a 
company’s financial condition and on overall market and economic conditions.  

Investments in equity securities are subject to inherent market risks and fluctuations in value due to 
earnings, economic conditions and other factors beyond the control of the Adviser.  As a result, the return 
and net asset value of the Fund will fluctuate.  Securities in the Fund's portfolio may not increase as much as 
the market as a whole and some undervalued securities may continue to be undervalued for long periods of 
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time.  Although profits in some Fund holdings may be realized quickly, it is not expected that most 
investments will appreciate rapidly. 

Exchange-Traded Funds 

The Fund may invest in a range of exchange-traded funds ("ETFs").  

When the Fund invests in sector ETFs, there is a risk that securities within the same group of 
industries will decline in price due to sector-specific market or economic developments.  If the Fund 
invests more heavily in a particular sector, the value of its shares may be especially sensitive to factors 
and economic risks that specifically affect that sector.  As a result, the Fund's share price may fluctuate 
more widely than the value of shares of a mutual fund that invests in a broader range of industries.  
Additionally, some sectors could be subject to greater government regulation than other sectors.  
Therefore, changes in regulatory policies for those sectors may have a material effect on the value of 
securities issued by companies in those sectors.  The sectors in which the Fund may be more heavily 
invested will vary. 

The shares of an ETF may be assembled in a block (typically 25,000 or 50,000 shares) known as 
a creation unit and redeemed in-kind for a portfolio of the underlying securities (based on the ETF's net 
asset value) together with a cash payment generally equal to accumulated dividends as of the date of 
redemption.  Conversely, a creation unit may be purchased from the ETF by depositing a specified 
portfolio of the ETF's underlying securities, as well as a cash payment generally equal to accumulated 
dividends of the securities (net of expenses) up to the time of deposit.  The Fund may redeem creation 
units for the underlying securities (and any applicable cash), and may assemble a portfolio of the 
underlying securities and use it (and any required cash) to purchase creation units, if the Adviser believes 
it is in the Fund's interest to do so.  The Fund’s ability to redeem creation units may be limited by the 
Investment Company Act of 1940, as amended (the “1940 Act”), which provides that the ETFs will not 
be obligated to redeem shares held by the Fund in an amount exceeding one percent of their total 
outstanding securities during any period of less than 30 days. 

There is a risk that the underlying ETFs in which the Fund invests may terminate due to 
extraordinary events that may cause any of the service providers to the ETFs, such as the trustee or 
sponsor, to close or otherwise fail to perform their obligations to the ETF. Also, because the ETFs in 
which the Fund intends to invest may be granted licenses by agreement to use the indices as a basis for 
determining their compositions and/or otherwise to use certain trade names, the ETFs may terminate if 
such license agreements are terminated.  In addition, an ETF may terminate if its entire net asset value 
falls below a certain amount.  Although the Fund believes that, in the event of the termination of an 
underlying ETF they will be able to invest instead in shares of an alternate ETF tracking the same market 
index or another market index with the same general market, there is no guarantee that shares of an 
alternate ETF would be available for investment at that time.  To the extent the Fund invests in a sector 
product, the Fund will be subject to the risks associated with that sector.  Actively managed ETFs are 
subject to risk of poor investment, and the individual investments of an actively managed ETF may not 
perform as well as its investment adviser and/or sub-advisers expect, and/or the actively managed ETF’s 
portfolio management practices do not work to achieve their desired result. 

Exchange-Traded Notes 

The Fund may invest in exchange-traded notes (“ETNs”), which are a type of unsecured, 
unsubordinated debt security.  ETNs combine certain aspects of bonds and ETFs.  Similar to ETFs, ETNs 
are traded on a major exchange (e.g., NYSE) during normal trading hours.  However, investors can also 
hold the ETN until maturity.  At maturity, the issuer pays to the investor a cash amount equal to the 
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principal amount, subject to the day’s index factor.  ETN returns are based upon the performance of a 
market index minus applicable fees.  ETNs do not make periodic coupon payments and provide no 
principal protection.  The value of an ETN may be influenced by time to maturity, level of supply and 
demand for the ETN, volatility and lack of liquidity in underlying markets, changes in the applicable 
interest rates, changes in the issuer’s credit rating and economic, legal, political or geographic events that 
affect the referenced index.  The value of the ETN may drop due to a downgrade in the issuer’s credit 
rating, despite the underlying index remaining unchanged. 

Foreign Currency Exchange Transactions  

The Fund may, directly or through investments in Underlying Funds, engage in foreign 
currency exchange transactions. The Fund or the Underlying Funds enter into these transactions either on 
a spot (i.e. cash) basis at the spot rate prevailing in the foreign currency exchange market or use forward 
contracts to purchase or sell foreign currencies. The cost of the spot currency exchange transactions is 
generally the difference between the bid and offer spot rate of the currency being purchased or sold. 

A forward foreign currency exchange contract is an obligation by the Fund or an Underlying 
Fund to purchase or sell a specific currency at a future date, which may be any fixed number of days from 
the date of the contract. Forward foreign currency exchange contracts establish an exchange rate at a 
future date. These contracts are derivative instruments, as their value derives from the spot exchange rates 
of the currencies underlying the contract.  These contracts are entered into in the interbank market directly 
between currency traders (usually large commercial banks) and their customers. A forward foreign 
currency exchange contract generally has no deposit requirement and is traded at a net price without 
commission. Neither spot transactions nor forward foreign currency exchange contracts eliminate 
fluctuations in the prices of the Fund's or an Underlying Fund's securities or in foreign exchange rates, or 
prevent loss if the prices of these securities should decline. 

The Fund or an Underlying Fund may enter into foreign currency exchange transactions in an 
attempt to protect against changes in foreign currency exchange rates between the trade and settlement 
dates of specific securities transactions or anticipated securities transactions.  The Fund or an Underlying 
Fund also may enter into forward contracts to hedge against a change in foreign currency exchange rates 
that would cause a decline in the value of existing investments denominated or principally traded in a 
foreign currency. To do this, the Fund or an Underlying Fund would enter into a forward contract to sell 
the foreign currency in which the investment is denominated or principally traded in exchange for U.S. 
dollars or in exchange for another foreign currency.   

Although these transactions are intended to minimize the risk of loss due to a decline in the 
value of the hedged currency, at the same time they limit any potential gain that might be realized should 
the value of the hedged currency increase.  In addition, forward contracts that convert a foreign currency 
into another foreign currency will cause the Fund or an Underlying Fund to assume the risk of 
fluctuations in the value of the currency purchased against the hedged currency and the U.S. dollar.  The 
precise matching of the forward contract amounts and the value of the securities involved will not 
generally be possible because the future value of such securities in foreign currencies will change as a 
consequence of market movements in the value of such securities between the date the forward contract is 
entered into and the date it matures.  The projection of currency market movements is extremely difficult, 
and the successful execution of a hedging strategy is highly uncertain. 

Foreign Securities 

The Fund may invest in foreign securities, either directly or by purchasing ADRs.  The Fund may 
also invest in Underlying Funds and other investment companies that hold foreign securities or ADRs.  
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Purchases of foreign equity securities entail certain risks.  For example, there may be less information 
publicly available about a foreign company than about a U.S. company, and foreign companies generally 
are not subject to accounting, auditing and financial reporting standards and practices comparable to those 
in the U.S.  Other risks associated with investments in foreign securities include changes in restrictions on 
foreign currency transactions and rates of exchanges, changes in the administrations or economic and 
monetary policies of foreign governments, the imposition of exchange control regulations, the possibility 
of expropriation decrees and other adverse foreign governmental action, the imposition of foreign taxes, 
less liquid markets, less government supervision of exchanges, brokers and issuers, difficulty in enforcing 
contractual obligations, delays in settlement of securities transactions and greater price  volatility.  In 
addition, investing in foreign securities will generally result in higher commissions than investing in 
similar domestic securities. 

Futures Contracts 

Futures contracts provide for the future sale by one party and purchase by another party of a 
specified amount of a specific security, class of securities, or an index at a specified future time and at a 
specified price. Futures contracts may be issued with respect to fixed-income securities, foreign 
currencies, single stocks or financial indices, including indices of U.S. government securities, foreign 
government securities, and equity or fixed-income securities.  U.S. futures contracts are traded on 
exchanges that have been designated "contract markets" by the Commodity Futures Trading Commission 
(the "CFTC") and must be executed through a futures commission merchant ("FCM"), or brokerage firm, 
which is a member of the relevant contract market. Through their clearing corporations, the exchanges 
guarantee performance of the contracts between the clearing members of the exchange. The Fund and 
Underlying Funds may invest in futures contracts only to the extent the Fund could invest in the 
underlying instrument directly. 

The Fund may engage in futures transactions for hedging purposes only.  This means that the 
Fund’s primary purpose in entering into futures contracts is to protect the Fund from fluctuations in the 
value of securities or interest rates without actually buying or selling the underlying debt or equity 
security. For example, if the Fund anticipates an increase in the price of stocks, and it intends to purchase 
stocks at a later time, the Fund could enter into a futures contract to purchase a stock index as a temporary 
substitute for stock purchases. If an increase in the market occurs that influences the stock index as 
anticipated, the value of the futures contracts will increase, thereby serving as a hedge against the Fund 
not participating in a market advance. This technique is sometimes known as an anticipatory hedge. 
Conversely, if the Fund holds stocks and seeks to protect itself from a decrease in stock prices, the Fund 
might sell stock index futures contracts, thereby hoping to offset the potential decline in the value of its 
portfolio securities by a corresponding increase in the value of the futures contract position. The Fund 
could protect against a decline in stock prices by selling portfolio securities and investing in money 
market instruments, but the use of futures contracts enables it to maintain a defensive position without 
having to sell portfolio securities. 

If the Fund owns Treasury bonds and the portfolio manager expects interest rates to increase, the 
Fund may take a short position in interest rate futures contracts. Taking such a position would have much 
the same effect as the Fund selling Treasury bonds in its portfolio. If interest rates increase as anticipated, 
the value of the Treasury bonds would decline, but the value of the Fund's interest rate futures contract 
will increase, thereby keeping the net asset value of the Fund from declining as much as it may have 
otherwise. If, on the other hand, a portfolio manager expects interest rates to decline, the Fund may take a 
long position in interest rate futures contracts in anticipation of later closing out the futures position and 
purchasing the bonds. Although the Fund can accomplish similar results by buying securities with long 
maturities and selling securities with short maturities, given the greater liquidity of the futures market 
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than the cash market, it may be possible to accomplish the same result more easily and more quickly by 
using futures contracts as an investment tool to reduce risk. 

Risk Factors in Futures Transactions 

Liquidity Risk.  Because futures contracts are generally settled within a day from the date they are 
closed out, compared with a settlement period of three days for some types of securities, the 
futures markets can provide superior liquidity to the securities markets. Nevertheless, there is no 
assurance that a liquid secondary market will exist for any particular futures contract at any 
particular time. In addition, futures exchanges may establish daily price fluctuation limits for 
futures contracts and may halt trading if a contract's price moves upward or downward more than 
the limit in a given day. On volatile trading days when the price fluctuation limit is reached, it 
may be impossible for the Fund to enter into new positions or close out existing positions. If the 
secondary market for a futures contract is not liquid because of price fluctuation limits or 
otherwise, the Fund may not be able to promptly liquidate unfavorable futures positions and 
potentially could be required to continue to hold a futures position until the delivery date, 
regardless of changes in its value. As a result, the Fund's access to other assets held to cover its 
futures positions also could be impaired. 

Risk of Loss.  Although the Adviser may believe that the use of such contracts will benefit the 
Fund, the Fund's overall performance could be worse than if the Fund had not entered into futures 
contracts if the Adviser's investment judgment proves incorrect. For example, if the Fund has 
hedged against the effects of a possible decrease in prices of securities held in its portfolio and 
prices increase instead, the Fund will lose part or all of the benefit of the increased value of these 
securities because of offsetting losses in its futures positions. In addition, if the Fund has 
insufficient cash, it may have to sell securities from its portfolio to meet daily variation margin 
requirements. Those sales may be, but will not necessarily be, at increased prices that reflect the 
rising market and may occur at a time when the sales are disadvantageous to the Fund.  

The risk of loss in trading futures contracts in some strategies can be substantial, due both to the 
low margin deposits required, and the extremely high degree of leverage involved in futures 
pricing. Because the deposit requirements in the futures markets are less onerous than margin 
requirements in the securities market, there may be increased participation by speculators in the 
futures market that may also cause temporary price distortions. A relatively small price 
movement in a futures contract may result in immediate and substantial loss (as well as gain) to 
the investor. For example, if at the time of purchase, 10% of the value of the futures contract is 
deposited as margin, a subsequent 10% decrease in the value of the futures contract would result 
in a total loss of the margin deposit, before any deduction for the transaction costs, if the account 
were then closed out. Thus, a purchase or sale of a futures contract may result in losses in excess 
of the amount invested in the contract. The Fund will only engage in futures transactions when it 
is believed these risks are justified and will engage in futures transactions primarily for risk 
management purposes. 

Correlation Risk.  The prices of futures contracts depend primarily on the value of their 
underlying instruments. Because there are a limited number of types of futures contracts, it is 
possible that the standardized futures contracts available to the Fund will not match exactly the 
Fund's current or potential investments. The Fund may buy and sell futures contracts based on 
underlying instruments with different characteristics from the securities in which it typically 
invests for example, by hedging investments in portfolio securities with a futures contract based 
on a broad index of securities, which involves a risk that the futures position will not correlate 
precisely with the performance of the Fund's investments. 
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Futures prices can also diverge from the prices of their underlying instruments, even if the 
underlying instruments closely correlate with the Fund's investments. Futures prices are affected 
by factors such as current and anticipated short-term interest rates, changes in volatility of the 
underlying instruments and the time remaining until expiration of the contract. Those factors may 
affect securities prices differently from futures prices. Imperfect correlations between the Fund's 
investments and its futures positions also may result from differing levels of demand in the futures 
markets and the securities markets, from structural differences in how futures and securities are 
traded, and from imposition of daily price fluctuation limits for futures contracts. The Fund may 
buy or sell futures contracts with a greater or lesser value than the securities it wishes to hedge or 
is considering purchasing in order to attempt to compensate for differences in historical volatility 
between the futures contract and the securities, although this may not be successful in all cases. If 
price changes in the Fund's futures positions are poorly correlated with its other investments, its 
futures positions may fail to produce desired gains or result in losses that are not offset by the 
gains in the Fund's other investments. 

Margin Requirements 

The buyer or seller of a futures contract is not required to deliver or pay for the underlying 
instrument unless the contract is held until the delivery date. However, both the buyer and seller are 
required to deposit "initial margin" for the benefit of the FCM when the contract is entered into. Initial 
margin deposits: 

• Are equal to a percentage of the contract's value, as set by the exchange on which the contract is 
traded; and 

• Are similar to good faith deposits or performance bonds. 

Unlike margin extended by a securities broker, initial margin payments do not constitute purchasing 
securities on margin for purposes of the Fund's investment limitations. If the value of either party's 
position declines, that party will be required to make additional "variation margin" payments for the 
benefit of the FCM to settle the change in value on a daily basis. The party that has a gain may be entitled 
to receive all or a portion of this amount. In the event of the bankruptcy of the FCM that holds margin on 
behalf of the Fund, the Fund may be entitled to return of margin owed to the Fund only in proportion to 
the amount received by the FCM's other customers. The Trust will attempt to minimize this risk by 
careful monitoring of the creditworthiness of the FCMs with which it does business and by depositing 
margin payments in a segregated account with the Trust's custodian. 

Regulation as a Commodity Pool Operator 

The Trust, on behalf of the Fund, has filed with the National Futures Association, a notice 
claiming an exclusion from the definition of the term "commodity pool operator" under the Commodity 
Exchange Act, as amended, and the rules of the CFTC promulgated thereunder, with respect to the Fund's 
operations.  Accordingly, the Fund is not subject to registration or regulation as a commodity pool 
operator. 

High Yield Securities 

The Fund and the Underlying Funds may invest in high yield securities.  High yield, high risk 
bonds are securities that are generally rated below investment grade by the primary rating agencies (BB+ 
or lower by S&P and Ba1 or lower by Moody’s). Other terms used to describe such securities include 
“lower rated bonds,” “non-investment grade bonds,” “below investment grade bonds,” and “junk bonds.” 
These securities are considered to be high-risk investments. The risks include the following: 
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Greater Risk of Loss.  These securities are regarded as predominately speculative. There is a 
greater risk that issuers of lower rated securities will default than issuers of higher rated securities. Issuers 
of lower rated securities generally are less creditworthy and may be highly indebted, financially 
distressed, or bankrupt. These issuers are more vulnerable to real or perceived economic changes, 
political changes or adverse industry developments. In addition, high yield securities are frequently 
subordinated to the prior payment of senior indebtedness. If an issuer fails to pay principal or interest, the 
Fund would experience a decrease in income and a decline in the market value of its investments. An 
Underlying Fund also may incur additional expenses in seeking recovery from the issuer. 

Sensitivity to Interest Rate and Economic Changes.  The income and market value of lower-rated 
securities may fluctuate more than higher rated securities. Although non-investment grade securities tend 
to be less sensitive to interest rate changes than investment grade securities, non-investment grade 
securities are more sensitive to short-term corporate, economic and market developments. During periods 
of economic uncertainty and change, the market price of the investments in lower-rated securities may be 
volatile. The default rate for high yield bonds tends to be cyclical, with defaults rising in periods of 
economic downturn. For example, in 2008, 2009 and 2010, the default rate for high yield securities was 
significantly higher than in the prior or subsequent years. 

Valuation Difficulties.  It is often more difficult to value lower rated securities than higher rated 
securities. If an issuer’s financial condition deteriorates, accurate financial and business information may 
be limited or unavailable. In addition, the lower rated investments may be thinly traded and there may be 
no established secondary market. Because of the lack of market pricing and current information for 
investments in lower rated securities, valuation of such investments is much more dependent on judgment 
than is the case with higher rated securities. 

Liquidity.  There may be no established secondary or public market for investments in lower rated 
securities. Such securities are frequently traded in markets that may be relatively less liquid than the 
market for higher rated securities. In addition, relatively few institutional purchasers may hold a major 
portion of an issue of lower-rated securities at times. As a result, an Underlying Fund that invests in lower 
rated securities may be required to sell investments at substantial losses or retain them indefinitely even 
where an issuer’s financial condition is deteriorating. 

Credit Quality.  Credit quality of non-investment grade securities can change suddenly and 
unexpectedly, and even recently-issued credit ratings may not fully reflect the actual risks posed by a 
particular high-yield security. 

New Legislation.  Future legislation may have a possible negative impact on the market for high 
yield, high risk bonds. As an example, in the late 1980’s, legislation required federally-insured savings 
and loan associations to divest their investments in high yield, high risk bonds. New legislation, if 
enacted, could have a material negative effect on an Underlying Fund’s investments in lower rated 
securities. 

High yield, high risk investments may include the following: 

Straight fixed-income debt securities. These include bonds and other debt obligations that bear a 
fixed or variable rate of interest payable at regular intervals and have a fixed or resettable maturity date. 
The particular terms of such securities vary and may include features such as call provisions and sinking 
funds. 
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Zero-coupon debt securities. These bear no interest obligation but are issued at a discount from 
their value at maturity. When held to maturity, their entire return equals the difference between their issue 
price and their maturity value. 

Zero-fixed-coupon debt securities. These are zero-coupon debt securities that convert on a 
specified date to interest-bearing debt securities. 

Pay-in-kind bonds. These are bonds which allow the issuer, at its option, to make current interest 
payments on the bonds either in cash or in additional bonds. 

These are bonds sold without registration under the Securities Act of 1933, as amended (“1933 
Act”), usually to a relatively small number of institutional investors. 

Convertible Securities. These are bonds or preferred stock that may be converted to common 
stock. 

Preferred Stock. These are stocks that generally pay a dividend at a specified rate and have 
preference over common stock in the payment of dividends and in liquidation. 

Loan Participations and Assignments. These are participations in, or assignments of all or a 
portion of loans to corporations or to governments, including governments of less developed countries. 

Securities issued in connection with Reorganizations and Corporate Restructurings. In 
connection with reorganizing or restructuring of an issuer, an issuer may issue common stock or other 
securities to holders of its debt securities.  An Underlying Fund may hold such common stock and other 
securities even if they do not invest in such securities. 

Illiquid and Restricted Securities 

The Fund may invest up to 15% of its net assets in illiquid securities (determined using the 
Securities and Exchange Commission (“SEC”) standard applicable to registered investment companies, 
i.e., securities that cannot be disposed of within seven days in the ordinary course of business at 
approximately the value at which the Fund has valued the securities), including limited partnerships. 
Illiquid securities include securities subject to contractual or legal restrictions on resale (e.g., because they 
have not been registered under the 1933 Act) and securities that are otherwise not readily marketable 
(e.g., because trading in the security is suspended or because market makers do not exist or will not 
entertain bids or offers).  Securities that have not been registered under the 1933 Act are referred to as 
private placements or restricted securities and are purchased directly from the issuer or in the secondary 
market.  Foreign securities that are freely tradable in their principal markets are not considered to be 
illiquid.  

Restricted and other illiquid securities may be subject to the potential for delays on resale and 
uncertainty in valuation. The Fund might be unable to dispose of illiquid securities promptly or at 
reasonable prices and might thereby experience difficulty in satisfying redemption requests from 
shareholders. The Fund might have to register restricted securities in order to dispose of them, resulting in 
additional expense and delay. Adverse market conditions could impede such a public offering of 
securities. 

A large institutional market exists for certain securities that are not registered under the 1933 Act, 
including foreign securities. The fact that there are contractual or legal restrictions on resale to the general 
public or to certain institutions may not be indicative of the liquidity of such investments. Rule 144A 
under the 1933 Act allows such a broader institutional trading market for securities otherwise subject to 
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restrictions on resale to the general public. Rule 144A establishes a "safe harbor" from the registration 
requirements of the 1933 Act for resale of certain securities to qualified institutional buyers. Rule 144A 
has produced enhanced liquidity for many restricted securities, and market liquidity for such securities 
may continue to expand as a result of this regulation and the consequent existence of the PORTAL 
system, which is an automated system for the trading, clearance and settlement of unregistered securities 
of domestic and foreign issuers sponsored by the Financial Industry Regulatory Authority (“FINRA”).  

Under guidelines adopted by the Trust's Board, the Adviser may determine that particular Rule 
144A securities, and commercial paper issued in reliance on the private placement exemption from 
registration afforded by Section 4(a)(2) of the 1933 Act, are liquid even though they are not registered.  A 
determination of whether such a security is liquid or not is a question of fact.  In making this 
determination, the Adviser will consider, as it deems appropriate under the circumstances and among 
other factors: (1) the frequency of trades and quotes for the security; (2) the number of dealers willing to 
purchase or sell the security; (3) the number of other potential purchasers of the security; (4) dealer 
undertakings to make a market in the security; (5) the nature of the security (e.g., debt or equity, date of 
maturity, terms of dividend or interest payments, and other material terms) and the nature of the 
marketplace trades (e.g., the time needed to dispose of the security, the method of soliciting offers, and 
the mechanics of transfer); and (6) the rating of the security and the financial condition and prospects of 
the issuer. In the case of commercial paper, the Adviser will also determine that the paper (1) is not traded 
flat or in default as to principal and interest, and (2) is rated in one of the two highest rating categories by 
at least two National Statistical Rating Organizations (“NRSROs”) or, if only one NRSRO rates the 
security, by that NRSRO, or, if the security is unrated, the Adviser determines that it is of equivalent 
quality. 

Rule 144A securities and Section 4(a)(2) commercial paper that have been deemed liquid as 
described above will continue to be monitored by the Adviser to determine if the security is no longer 
liquid as the result of changed conditions. Investing in Rule 144A securities or Section 4(a)(2) 
commercial paper could have the effect of increasing the amount of the Fund's assets invested in illiquid 
securities if institutional buyers are unwilling to purchase such securities.  

Indexed Securities 

The Fund may purchase indexed securities consistent with their investment objectives.  Indexed 
securities are those, the value of which varies positively or negatively in relation to the value of other 
securities, securities indices or other financial indicators.  Indexed securities may be debt securities or 
deposits whose value at maturity or coupon rate is determined by reference to a specific instrument or 
statistic.  Recent issuers of indexed securities have included banks, corporations and certain U.S. 
government agencies.   

The performance of indexed securities depends to a great extent on the performance of the 
security or other instrument to which they are indexed and also may be influenced by interest rate changes 
in the United States and abroad.  Indexed securities are subject to the credit risks associated with the 
issuer of the security, and their values may decline substantially if the issuer’s creditworthiness 
deteriorates.  Indexed securities may be more volatile than the underlying instruments.  Certain indexed 
securities that are not traded on an established market may be deemed illiquid. 

Insured Bank Obligations 

The Fund may invest in insured bank obligations. The Federal Deposit Insurance Corporation 
(“FDIC”) insures the deposits of federally insured banks and savings and loan associations (collectively 
referred to as “banks”) up to $250,000. The Fund may purchase bank obligations which are fully insured 
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as to principal by the FDIC. Currently, to remain fully insured as to principal, these investments must be 
limited to $250,000 per bank; if the principal amount and accrued interest together exceed $250,000, the 
excess principal and accrued interest will not be insured. Insured bank obligations may have limited 
marketability. 

Investment Company Securities 

The Fund may invest in the securities of other investment companies (open-end, including ETFs, 
and closed-end) to the extent that such an investment would be consistent with the requirements of the 
1940 Act and the Fund's investment objectives.  Investments in the securities of other investment 
companies may involve duplication of advisory fees and certain other expenses.  By investing in another 
investment company, the Fund becomes a shareholder of that investment company.  As a result, the 
Fund's shareholders indirectly will bear the Fund's proportionate share of the fees and expenses paid by 
shareholders of the other investment company, in addition to the fees and expenses the Fund's 
shareholders directly bear in connection with the Fund's own operations. 

Under Section 12(d)(1) of the 1940 Act, the Fund may invest only up to 5% of its total assets in the 
securities of any one investment company (ETF or other mutual fund, including closed-end fund), but 
may not own more than 3% of the outstanding voting stock of any one investment company (the "3% 
Limitation") or invest more than 10% of its total assets in the securities of other investment companies. 
However, Section 12(d)(1)(F) of the 1940 Act provides that the provisions of paragraph 12(d)(1) shall not 
apply to securities purchased or otherwise acquired by the Fund if (i) immediately after such purchase or 
acquisition not more than 3% of the total outstanding stock of such registered investment company is 
owned by the Fund and all affiliated persons of the Fund; and (ii) the Fund has not offered or sold after 
January 1, 1971, and is not proposing to offer or sell any security issued by it through a principal 
underwriter or otherwise at a public or offering price which includes a sales load of more than 1.5%. An 
investment company that issues shares to the Fund pursuant to paragraph 12(d)(1)(F) shall not be required 
to redeem its shares in an amount exceeding 1% of such investment company’s total outstanding shares in 
any period of less than thirty days. The Fund (or the Adviser acting on behalf of the Fund) must comply 
with the following voting restrictions:  when the Fund exercises voting rights, by proxy or otherwise, with 
respect to investment companies owned by the Fund, the Fund will either seek instruction from the Fund's 
shareholders with regard to the voting of all proxies and vote in accordance with such instructions, or vote 
the shares held by the Fund in the same proportion as the vote of all other holders of such security.  
Because other investment companies employ an investment adviser, such investments by the Fund may 
cause shareholders to bear duplicate fees.  

In addition, the Fund is subject to the 3% Limitation unless (i) the ETF or the Fund has received 
an order for exemptive relief from the 3% limitation from the SEC that is applicable to the Fund; and (ii) 
the ETF and the Fund take appropriate steps to comply with any conditions in such order. In the 
alternative, the Fund may rely on Rule 12d1-3, which allows unaffiliated mutual funds to exceed the 5% 
Limitation and the 10% Limitation, provided the aggregate sales loads any investor pays (i.e., the 
combined distribution expenses of both the acquiring fund and the acquired funds) does not exceed the 
limits on sales loads established by FINRA for funds of funds. 

The Trust has obtained an exemptive order that allows the Fund to invest in affiliated and 
unaffiliated investment companies in excess of the limits under the 1940 Act described above, subject to 
conditions of the order. The Trust has applied for an exemptive order from the SEC with respect to 
investing in certain registered closed-end funds, commonly known as “interval funds.” Interval funds 
share characteristics with open-end funds. Two general types of interval funds exist: interval funds that 
rely upon Rule 23c-3 under the 1940 Act, to make periodic repurchase offers, and interval funds that 
make periodic tender offers pursuant to Rule 13e-4 under the Securities Exchange Act of 1934. Interval 
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funds provide limited liquidity, and shareholders of such funds are not able to redeem Shares on a daily 
basis. A Shareholder may not be able to tender its shares in an interval fund promptly after it has made a 
decision to do so. With very limited exceptions, interval fund shares are not transferable, and liquidity is 
only provided through repurchase offers made by the interval fund. There is no guarantee the SEC will 
grant the exemptive order to the Trust. 

Leverage Risk 

The Fund is permitted to borrow money up to one-third of the value of its total assets for the 
purpose of investment, as well as for temporary or emergency purposes. Borrowing for the purpose of 
investment is a speculative technique that increases both investment opportunity and the Fund's ability to 
achieve greater diversification.  However, it also increases investment risk and the possibility of 
fluctuation in the Fund's net asset value.  Because the Fund's investments will fluctuate in value, whereas 
the interest obligations on borrowed funds may be fixed, during times of borrowing, the Fund's net asset 
value may tend to increase more when its investments increase in value, and decrease more when its 
investments decrease in value.  In addition, interest costs on borrowings may fluctuate with changing 
market interest rates and may partially offset or exceed the return earned on the borrowed funds.  Also, 
during times of borrowing under adverse market conditions, 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.  Unless profits on assets acquired with borrowed funds exceed the costs of 
borrowing, the use of borrowing will diminish the investment performance of the Fund compared with 
what it would have been without borrowing. 

Mortgage-Backed Securities 

The Fund may invest in mortgage-backed securities.  Mortgage-backed securities represent 
participation interests in pools of one-to-four family residential mortgage loans originated by private 
mortgage originators.  Traditionally, residential mortgage-backed securities have been issued by 
governmental agencies such as the Ginnie Mae, Fannie Mae and Freddie Mac.  The Fund does not intend 
to invest in commercial mortgage-backed securities.  Non-governmental entities that have issued or 
sponsored residential mortgage-backed securities offerings include savings and loan associations, 
mortgage banks, insurance companies, investment banks and special purpose subsidiaries of the 
foregoing.  

While residential loans do not typically have prepayment penalties or restrictions, they are often 
structured so that subordinated classes may be locked out of prepayments for a period of time.  However, 
in a period of extremely rapid prepayments, during which senior classes may be retired faster than 
expected, the subordinated classes may receive unscheduled payments of principal and would have 
average lives that, while longer than the average lives of the senior classes, would be shorter than 
originally expected.  The types of residential mortgage-backed securities in which the Fund may invest 
may include the following: 

Guaranteed Mortgage Pass-Through Securities.  The Fund may invest in mortgage pass-through 
securities representing participation interests in pools of residential mortgage loans originated by the U.S. 
government and guaranteed, to the extent provided in such securities, by the U.S. government or one of 
its agencies or instrumentalities.  Such securities, which are ownership interests in the underlying 
mortgage loans, differ from conventional debt securities, which provide for periodic payment of interest 
in fixed amounts (usually semi-annually) and principal payments at maturity or on specified call dates.  
Mortgage pass-through securities provide for monthly payments that are a “pass-through” of the monthly 
interest and principal payments (including any prepayments) made by the individual borrowers on the 
pooled mortgage loans, net of any fees paid to the guarantor of such securities and the servicer of the 
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underlying mortgage loans.  The guaranteed mortgage pass-through securities in which the Fund will 
invest are those issued or guaranteed by Ginnie Mae, Fannie Mae and Freddie Mac. 

Private Mortgage Pass-Through Securities.  Private mortgage pass-through securities (“Private 
Pass-Throughs”) are structured similarly to the Ginnie Mae, Fannie Mae and Freddie Mac mortgage pass-
through securities described above and are issued by originators of and investors in mortgage loans, 
including savings and loan associations, mortgage banks, commercial banks, investment banks and 
special purpose subsidiaries of the foregoing.  Private Pass-Throughs are usually backed by a pool of 
conventional fixed rate or adjustable rate mortgage loans. 

Since Private Pass-Throughs typically are not guaranteed by an entity having the credit status of 
Ginnie Mae, Fannie Mae or Freddie Mac, such securities generally are structured with one or more types of 
credit enhancement. 

Collateralized Mortgage Obligations (CMOs).  CMOs are debt obligations collateralized by 
mortgage loans or mortgage pass-through securities.  Typically, CMOs are collateralized by Ginnie Mae, 
Fannie Mae or Freddie Mac Certificates, but also may be collateralized by whole loans or Private Pass-
Throughs (such collateral collectively hereinafter referred to as “Mortgage Assets”). 

Multi-class pass-through securities are equity interests in a pool of Mortgage Assets.  Unless the 
context indicates otherwise, all references herein to CMOs include multi-class pass-through securities.  
Payments of principal of and interest on the Mortgage Assets, and any reinvestment income thereon, 
provide the Fund to pay debt service on the CMOs or make scheduled distributions on the multi-class 
pass-through securities.  CMOs may be sponsored by agencies or instrumentalities of the U.S. 
government, or by private originators of, or investors in, mortgage loans, including savings and loan 
associations, mortgage banks, commercial banks, investment banks and special purpose subsidiaries of 
the foregoing.  Under current law, every newly created CMO issuer must elect to be treated for federal 
income tax purposes as a Real Estate Mortgage Investment Conduit (a “REMIC”). 

In a CMO, a series of bonds or certificates is issued in multiple classes.  Each class of CMOs, 
often referred to as a “tranche,” is issued at a specific fixed or floating coupon rate and has a stated 
maturity or final distribution date.  Principal prepayments on the Mortgage Assets may cause the CMOs 
to be retired substantially earlier than their stated maturities or final distribution dates.  Interest is paid or 
accrues on all classes of the CMOs on a monthly, quarterly or semi-annual basis.  The principal of and 
interest on the Mortgage Assets may be allocated among the several classes of a series of a CMO in 
innumerable ways.  In one structure, payments of principal, including any principal prepayments, on the 
Mortgage Assets are applied to the classes of a CMO in the order of their respective stated maturities or 
final distribution dates, so that no payment of principal will be made on any class of CMOs until all other 
classes having an earlier stated maturity or final distribution date have been paid in full. 

The Fund may also invest in, among others, parallel pay CMOs and Planned Amortization Class 
CMOs (PAC Bonds).  Parallel pay CMOs are structured to provide payments of principal on each 
payment date to more than one class.  These simultaneous payments are taken into account in calculating 
the stated maturity date or final distribution date of each class, which, as with other CMO structures, must 
be retired by its payments of a specified amount of principal on each payment date. 

Ginnie Mae Certificates.  Ginnie Mae is a wholly-owned corporate instrumentality of the U.S. 
government within the Department of Housing and Urban Development.  The National Housing Act of 
1934, as amended (the “Housing Act”), authorizes Ginnie Mae to guarantee the timely payment of the 
principal of and interest on certificates that are based on and backed by a pool of mortgage loans insured 
by the Federal Housing Administration under the Housing Act, or Title V of the Housing Act of 1949 
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(“FHA Loans”), or guaranteed by the Veterans’ Administration under the Servicemen’s Readjustment Act 
of 1944, as amended (“VA Loans”), or by pools of other eligible mortgage loans.  The Housing Act 
provides that the full faith and credit of the U.S. government is pledged to the payment of all amounts that 
may be required to be paid under any guarantee.   

The Ginnie Mae Certificates will represent a pro rata interest in one or more pools of the 
following types of mortgage loans:  (i) fixed rate level payment mortgage loans; (ii) fixed rate graduated 
payment mortgage loans; (iii) fixed rate growing equity mortgage loans; (iv) fixed rate mortgage loans 
secured by manufactured (mobile) homes; (v) mortgage loans on multifamily residential properties under 
construction; (vi) mortgage loans on completed multifamily projects; (vii) fixed rate mortgage loans as to 
which escrowed funds are used to reduce the borrower’s monthly payments during the early years of the 
mortgage loans (“buydown” mortgage loans); (viii) mortgage loans that provide for adjustments in 
payments based on periodic changes in interest rates or in other payment terms of the mortgage loans; and 
(ix) mortgage-backed serial notes.  All of these mortgage loans will be FHA Loans or VA Loans and, 
except as otherwise specified above, will be fully-amortizing loans secured by first liens on one-to-four 
family housing units. 

Fannie Mae Certificates.  Fannie Mae is a federally chartered and privately owned corporation 
organized and existing under the Federal National Mortgage Association Charter Act.  Fannie Mae was 
originally established in 1938 as a U.S. government agency to provide supplemental liquidity to the 
mortgage market and was transformed into a stockholder owned and privately managed corporation by 
legislation enacted in 1968.  Fannie Mae provides funds to the mortgage market primarily by purchasing 
home mortgage loans from local lenders, thereby replenishing their funds for additional lending.  Fannie 
Mae acquires funds to purchase home mortgage loans from many capital market investors that may not 
ordinarily invest in mortgage loans directly, thereby expanding the total amount of funds available for 
housing. 

Each Fannie Mae Certificate entitles the registered holder thereof to receive amounts representing 
such holder’s pro rata interest in scheduled principal payments and interest payments (at such Fannie Mae 
Certificate’s pass-through rate, which is net of any servicing and guarantee fees on the underlying 
mortgage loans), and any principal prepayments on the mortgage loans in the pool represented by such 
Fannie Mae Certificate and such holder’s proportionate interest in the full principal amount of any 
foreclosed or otherwise finally liquidated mortgage loan.  The full and timely payment of principal of and 
interest on each Fannie Mae Certificate will be guaranteed by Fannie Mae, which guarantee is not backed 
by the full faith and credit of the U.S. government.  In order to meet its obligations under such guarantee, 
Ginnie Mae is authorized to borrow from the U.S. Treasury with no limitations as to amount. 

Each Fannie Mae Certificate will represent a pro rata interest in one or more pools of FHA Loans, 
VA Loans or conventional mortgage loans (i.e., mortgage loans that are not insured or guaranteed by any 
governmental agency) of the following types:  (i) fixed rate level payment mortgage loans; (ii) fixed rate 
growing equity mortgage loans; (iii) fixed rate graduated payment mortgage loans; (iv) variable rate 
California mortgage loans; (v) other adjustable rate mortgage loans; and (vi) fixed rate mortgage loans 
secured by multifamily projects. 

Freddie Mac Certificates.  Freddie Mac is a corporate instrumentality of the U.S. government 
created pursuant to the Emergency Home Finance Act of 1970, as amended (the “FHLMC Act”).  Freddie 
Mac was established primarily for the purpose of increasing the availability of mortgage credit for the 
financing of needed housing.  The principal activity of Freddie Mac currently consists of the purchase of 
first lien, conventional, residential mortgage loans and participation interests in such mortgage loans and 
the resale of the mortgage loans so purchased in the form of mortgage securities, primarily Freddie Mac 
Certificates. 
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Freddie Mac guarantees to each registered holder of a Freddie Mac Certificate the timely payment 
of interest at the rate provided for by such Freddie Mac Certificate, whether or not received.  Freddie Mac 
also guarantees to each registered holder of a Freddie Mac Certificate ultimate collection of all principal 
of the related mortgage loans, without any offset or deduction, but does not generally guarantee the timely 
payment of scheduled principal.  Freddie Mac may remit the amount due on account of its guarantee of 
collection of principal at any time after default on an underlying mortgage loan, but not later than 30 days 
following (i) foreclosure sale, (ii) payment of a claim by any mortgage insurer, or (iii) the expiration of 
any right of redemption, whichever occurs later, but in any event no later than one year after demand has 
been made upon the mortgagor for acceleration of payment of principal.  The obligations of Freddie Mac 
under its guarantee are obligations solely of Freddie Mac and are not backed by the full faith and credit of 
the U.S. government. 

Freddie Mac Certificates represent a pro rata interest in a group of mortgage loans (a “Freddie 
Mac Certificate group”) purchased by Freddie Mac.  The mortgage loans underlying the Freddie Mac 
Certificates will consist of fixed rate or adjustable rate mortgage loans with original terms to maturity of 
between ten and thirty years, substantially all of which are secured by first liens on one-to-four family 
residential properties or multifamily projects.  Each mortgage loan must meet the applicable standards set 
forth in the FHLMC Act.  A Freddie Mac Certificate group may include whole loans, participation 
interests in whole loans and undivided interests in whole loans and participations comprising another 
Freddie Mac Certificate group. 

On September 7, 2008, Freddie Mac and Fannie Mae were placed into conservatorship by their 
new regulator, the Federal Housing Finance Agency (“FHFA”). At the same time, the U.S. Treasury made 
a commitment of indefinite duration to maintain the positive net worth of both entities.  On June 16, 2010, 
the FHFA ordered Fannie Mae’s and Freddie Mac’s stocks de-listed from the NYSE after the price of 
common stock in Fannie Mae fell below the NYSE’s minimum average closing price of $1 for more than 
30 days.  As conservator, the FHFA has the authority to repudiate any contract either firm has entered into 
prior to FHFA’s appointment as conservator (or receiver should either firm go into default) if the FHFA, 
in its sole discretion determines that performance of the contract is burdensome and repudiation would 
promote the orderly administration of Fannie Mae’s or Freddie Mac’s affairs. In December  2017, FHFA, 
as conservator of Freddie Mac and Fannie Mae, announced that it would allow each entity to retain a 
capital reserve of up to $3 billion, which the FHFA considers sufficient to cover fluctuations in each of 
Freddie Mac’s and Fannie Mae’s enterprise operations. It is unclear at this time what the ultimate impact 
of the conservatorship will be. While the FHFA has indicated it does not intend to repudiate the guaranty 
obligations of either entity, doing so could adversely affect holders of their mortgage-backed securities.  
For example, if a contract were repudiated, the liability for any direct compensatory damages would 
accrue to the entity’s conservatorship estate and could only be satisfied to the extent the estate had 
available assets.  As a result, if interest payments on Fannie Mae or Freddie Mac mortgage-backed 
securities held by the Fund were reduced because underlying borrowers failed to make payments or such 
payments were not advanced by a loan servicer, the Fund’s only recourse might be against the 
conservatorship estate, which might not have sufficient assets to offset any shortfalls. 

The FHFA, in its capacity as conservator, has the power to transfer or sell any asset or liability of 
Fannie Mae or Freddie Mac. The FHFA has indicated it has no current intention to do this; however, 
should it do so a holder of a Fannie Mae or Freddie Mac mortgage-backed security would have to rely on 
another party for satisfaction of the guaranty obligations and would be exposed to the credit risk of that 
party. 

Certain rights provided to holders of mortgage-backed securities issued by Fannie Mae or Freddie 
Mac under their operative documents may not be enforceable against FHFA, or enforcement may be 
delayed during the course of the conservatorship or any future receivership.  For example, the operative 
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documents may provide that upon the occurrence of an event of default by Fannie Mae or Freddie Mac, 
holders of a requisite percentage of the mortgage-backed security may replace the entity as trustee. 
However, under the Federal Housing Finance Regulatory Reform Act of 2008, holders may not enforce 
this right if the event of default arises solely because a conservator or receiver has been appointed. 

The future status and role of Fannie Mae and Freddie Mac could be impacted by (among other 
things) the actions taken and restrictions placed on Fannie Mae and Freddie Mac by the FHFA in its role 
as conservator, the restrictions placed on Fannie Mae’s and Freddie Mac’s operations and activities as a 
result of the senior preferred stock investment made by the U.S. Treasury, market responses to 
developments at Fannie Mae and Freddie Mac, and future legislative and regulatory action that alters the 
operations, ownership, structure and/or mission of these institutions, each of which may, in turn, impact 
the value of, and cash flows on, any mortgage-backed securities guaranteed by Fannie Mae and Freddie 
Mac, including any such mortgage-backed securities held by the Fund. 

Federal Home Loan Bank Securities.  The Federal Home Loan Bank system (“FHLB”) was 
created in 1932 pursuant to the Federal Home Loan Bank Act.  The FHLB was created to support 
residential mortgage lending and community investment. The FHLB consists of 12 member banks which 
are owned by over 8,000 member community financial institutions.  The FHLB provides liquidity for 
housing finance and community development by making direct loans to these community financial 
institutions, and through two FHLB mortgage programs, which help expand home ownership by giving 
lenders an alternative option for mortgage funding.  Each member financial institution (typically a bank or 
savings and loan) is a shareholder in one or more of 12 regional FHLB banks, which are privately 
capitalized, separate corporate entities. Federal oversight, in conjunction with normal bank regulation and 
shareholder vigilance, assures that the 12 regional Banks will remain conservatively managed and well 
capitalized. The FHLB banks are among the largest providers of mortgage credit in the U.S. 

The FHLB is also one of the world’s largest private issuers of fixed-income debt securities, and 
the Office of Finance serves as the FHLB’s central debt issuance facility. Debt is issued in the global 
capital markets and the Fund is channeled to member financial institutions to fund mortgages, community 
development, and affordable housing.  

Securities issued by the FHLB are not obligations of the U.S. government and are not guaranteed 
by the U. S. government.  The FHLB may issue either bonds or discount notes. The securities, issued 
pursuant to the Act, are joint and several unsecured general obligations of the FHLB banks. The bonds or 
discount notes will not limit other indebtedness that the FHLB banks may incur and they will not contain 
any financial or similar restrictions on the FHLB banks or any restrictions on their ability to secure other 
indebtedness. Under the Federal Home Loan Bank Act, the FHLB banks may incur other indebtedness 
such as secured joint and several obligations of the FHLB banks and unsecured joint and several 
obligations of the FHLB banks, as well as obligations of individual FHLB banks (although current 
Federal Housing Finance Board rules prohibit their issuance). 

Municipal Securities 

The Fund may invest in securities issued by states, municipalities and other political subdivisions, 
agencies, authorities and instrumentalities of states and multi-state agencies or authorities.  Although the 
interest earned on many municipal securities is exempt from federal income tax, the Fund may invest in 
taxable municipal securities. 

Municipal securities share the attributes of debt/fixed income securities in general, but are 
generally issued by states, municipalities and other political subdivisions, agencies, authorities and 
instrumentalities of states and multi-state agencies or authorities. The municipal securities which the Fund 
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may purchase include general obligation bonds and limited obligation bonds (or revenue bonds), 
including industrial development bonds issued pursuant to former federal tax law. General obligation 
bonds are obligations involving the credit of an issuer possessing taxing power and are payable from such 
issuer's general revenues and not from any particular source. Limited obligation bonds are payable only 
from the revenues derived from a particular facility or class of facilities or, in some cases, from the 
proceeds of a special excise or other specific revenue source. Tax-exempt private activity bonds and 
industrial development bonds generally are also revenue bonds and thus are not payable from the issuer's 
general revenues. The credit and quality of private activity bonds and industrial development bonds are 
usually related to the credit of the corporate user of the facilities. Payment of interest on and repayment of 
principal of such bonds is the responsibility of the corporate user (and/or any guarantor). 

Under the Code, certain limited obligation bonds are considered “private activity bonds” and 
interest paid on such bonds is treated as an item of tax preference for purposes of calculating federal 
alternative minimum tax liability. 

The municipal securities market can be significantly affected by adverse tax, legislative, or 
political changes and the financial condition of the issuers of municipal securities. In recent periods an 
increasing number of municipal issuers have defaulted on obligations, been downgraded or commenced 
insolvency proceedings. Municipalities may continue to experience difficulties in the future economic and 
political environment. 

Obligations of Supranational Entities (Underlying Funds Only) 

The Fund may invest in an Underlying Fund that invests in obligations of supranational entities 
designated or supported by governmental entities to promote economic reconstruction or development 
and of international banking institutions and related government agencies.  Examples include the 
International Bank for Reconstruction and Development (the "World Bank"), the European Coal and Steel 
Community, the Asian Development Bank and the Inter-American Development Bank. Each 
supranational entity's lending activities are limited to a percentage of its total capital (including "callable 
capital" contributed by its governmental members at the entity's call), reserves and net income.  There is 
no assurance that participating governments will be able or willing to honor their commitments to make 
capital contributions to a supranational entity. 

Options 

The Fund may utilize call and put options to attempt to protect against possible changes in the 
market value of securities held in or to be purchased for the Fund's portfolio and to generate income or 
gain for the Fund.  The ability of the Fund to successfully utilize options will depend on the Adviser’s 
ability to predict pertinent market movements, which cannot be assured.  The Fund will comply with 
applicable regulatory requirements when implementing these techniques and instruments.  

The Fund may write (sell) covered call options and covered put options and purchase call and put 
options.  The purpose of engaging in options transactions is to reduce the effect of price fluctuations of the 
securities owned by the Fund (and involved in the options) on the Fund's net asset value per share and to 
generate additional revenues.   

A covered call option is an option sold on a security owned by the seller of the option in 
exchange for a premium.  A call option gives the purchaser of the option the right to buy the underlying 
securities at the exercise price during the option period.  If the option is exercised by the purchaser during 
the option period, the seller is required to deliver the underlying security against payment of the exercise 
price. The seller's obligation terminates upon expiration of the option period or when the seller executes a 
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closing purchase transaction with respect to such option.  Call options on securities which the Fund sells 
(writes) will be covered or secured, which means that the Fund will own the underlying security or, to the 
extent it does not hold such a security, will maintain a segregated account with the Fund’s custodian 
consisting of liquid debt obligations equal to the market value of the option, marked to market daily.  When 
the Fund writes a covered call option, it profits from the premium paid by the buyer but gives up the 
opportunity to profit from an increase in the value of the underlying security above the exercise price.  At 
the same time, the seller retains the risk of loss from a decline in the value of the underlying security 
during the option period.  Although the seller may terminate its obligation by executing a closing 
purchase transaction, the cost of effecting such a transaction may be greater than the premium received 
upon its sale, resulting in a loss to the seller.  If such an option expires unexercised, the seller realizes a 
gain equal to the premium received.  Such a gain may be offset or exceeded by a decline in the market 
value of the underlying security during the option period.  If an option is exercised, the exercise price, the 
premium received and the market value of the underlying security determine the gain or loss realized by 
the seller. 

When the Fund sells a covered put option, it has the obligation to buy, and the purchaser of the 
put the right to sell, the underlying security at the exercise price during the option period.  To cover a put 
option, the Fund deposits U. S. government securities (or other high-grade debt obligations) in a 
segregated account at its custodian.  The value of the deposited securities is equal to or greater than the 
exercise price of the underlying security. The value of the deposited securities is marked to market daily 
and, if necessary, additional assets are placed in the segregated account to maintain a value equal to or 
greater than the exercise price. The Fund maintains the segregated account so long as it is obligated as the 
seller. The obligation of the Fund is terminated when the purchaser exercises the put option, when the 
option expires or when a closing purchase transaction is effected by the Fund.  The Fund's gain on the 
sale of a put option is limited to the premium received plus interest earned on its segregated account. The 
Fund's potential loss on a put option is determined by taking into consideration the exercise price of the 
option, the market price of the underlying security when the put is exercised, the premium received and 
the interest earned on its segregated account. Although the Fund risks a substantial loss if the price of the 
security on which it has sold a put option drops suddenly, it can protect itself against serious loss by 
entering into a closing purchase transaction. The degree of loss will depend upon the Fund's ability to 
detect the movement in the security's price and to execute a closing transaction at the appropriate time. 

The Fund will write options on such portion of its portfolio as management determines is 
appropriate in seeking to attain the Fund’s objective.  The Fund will write options when management 
believes that a liquid secondary market will exist on a national securities exchange for options of the same 
series so that the Fund can effect a closing purchase transaction if it desires to close out its position.  
Consistent with the investment policies of the Fund, a closing purchase transaction will ordinarily be 
effected to realize a profit on an outstanding option, to prevent an underlying security from being called 
or to permit the sale of the underlying security.  Effecting a closing purchase transaction will permit the 
Fund to write another option on the underlying security with either a different exercise price or expiration 
date or both. 

The Fund may purchase put options to protect against declines in the market value of portfolio 
securities or to attempt to retain unrealized gains in the value of portfolio securities. Put options might 
also be purchased to facilitate the sale of portfolio securities.  The Fund may purchase call options as a 
temporary substitute for the purchase of individual securities, which then could be purchased in orderly 
fashion. Upon the purchase of the securities, the Fund would normally terminate the call position.  The 
purchase of both put and call options involves the risk of loss of all or part of the premium paid.  If the 
price of the underlying security does not rise (in the case of a call) or drop (in the case of a put) by an 
amount at least equal to the premium paid for the option contract, the Fund will experience a loss on the 
option contract equal to the deficiency. 
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Preferred Stock 

Preferred stocks are securities that have characteristics of both common stocks and corporate 
bonds. Preferred stocks may receive dividends but payment is not guaranteed as with a bond. These 
securities may be undervalued because of a lack of analyst coverage resulting in a high dividend yield or 
yield to maturity.  The risks of preferred stocks are a lack of voting rights and the Adviser may incorrectly 
analyze the security, resulting in a loss to the Fund.  Furthermore, preferred stock dividends are not 
guaranteed and management can elect to forego the preferred dividend, resulting in a loss to the Fund. 

Real Estate Investment Trusts ("REITs") 

The Fund may invest in equity interests or debt obligations issued by REITs.  REITs are pooled 
investment vehicles which invest primarily in income producing real estate or real estate related loans or 
interest.  REITs are generally classified as equity REITs, mortgage REITs or a combination of equity and 
mortgage REITs.  Equity REITs invest the majority of their assets directly in real property and derive 
income primarily from the collection of rents.  Equity REITs can also realize capital gains by selling 
property that has appreciated in value. Mortgage REITs invest the majority of their assets in real estate 
mortgages and derive income from the collection of interest payments.  Similar to investment companies, 
REITs are not taxed on income distributed to shareholders provided they comply with several 
requirements of the Code. The Fund will indirectly bear its proportionate share of expenses incurred by 
REITs in which the Fund invests in addition to the expenses incurred directly by the Fund.  

Investing in REITs involves certain unique risks in addition to those risks associated with 
investing in the real estate industry in general.  Equity REITs may be affected by changes in the value of 
the underlying property owned by the REITs, while mortgage REITs may be affected by the quality of 
any credit extended. REITs are dependent upon management skills, are not diversified, are subject to 
heavy cash flow dependency, default by borrowers and self-liquidation.  REITs are also subject to the 
possibilities of failing to qualify for tax free pass-through of income under the Code and failing to 
maintain their exemption from registration under the 1940 Act. 

REITs (especially mortgage REITs) are also subject to interest rate risks. When interest rates 
decline, the value of a REIT’s investment in fixed rate obligations can be expected to rise. Conversely, 
when interest rates rise, the value of a REIT’s investment in fixed rate obligations can be expected to 
decline. In contrast, as interest rates on adjustable rate mortgage loans are reset periodically, yields on a 
REIT’s investment in such loans will gradually align themselves to fluctuate less dramatically in response 
to interest rate fluctuations than would investments in fixed rate obligations.  

Investment in REITs involves risks similar to those associated with investing in small 
capitalization companies. These risks include:  

• limited financial resources;  
• infrequent or limited trading; and  
• more abrupt or erratic price movements than larger company securities.  
• In addition, small capitalization stocks, such as REITs, historically have been more volatile in 

price than the larger capitalization stocks included in the S&P 500 Index.  

Repurchase Agreements 

The Fund may invest up to 25% of the Fund's net assets in fully collateralized repurchase 
agreements.  A repurchase agreement is a short term investment in which the purchaser (i.e., the Fund) 
acquires ownership of a security and the seller agrees to repurchase the obligation at a future time at a set 
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price, thereby determining the yield during the purchaser’s holding period (usually not more than 7 days 
from the date of purchase).  Any repurchase transaction in which the Fund engages will require full 
collateralization of the seller’s obligation during the entire term of the repurchase agreement.  In the event of 
a bankruptcy or other default of the seller, the Fund could experience both delays in liquidating the 
underlying security and losses in value.  However, the Fund intends to enter into repurchase agreements 
only with its custodian, other banks with assets of $1 billion or more and registered securities dealers 
determined by the Adviser to be creditworthy.  The Adviser monitors the creditworthiness of the banks and 
securities dealers with which the Fund engages in repurchase transactions.  The Fund may not enter into a 
repurchase agreement with a term of more than seven days if, as a result, more than 15% of the value of 
its net assets would then be invested in such repurchase agreements and other illiquid investments. 

Reverse Repurchase Transactions 

The Fund may enter into reverse repurchase transactions.  In a reverse repurchase transaction, the 
Fund concurrently agrees to sell portfolio securities to financial institutions such as banks and broker-
dealers, and to repurchase the same securities at a later date at a mutually agreed upon price.  The 
repurchase price generally is equal to the original sales price plus interest.  The Fund retains record 
ownership of the securities and the right to receive interest and principal payments.  The Fund will enter 
into a reverse repurchase transaction in order to obtain funds to pursue additional investment 
opportunities with a return in excess of the cost of the reverse repurchase transaction.  Such transactions 
may increase fluctuations in the market value of Fund assets and may be viewed as a form of leverage.  
Reverse purchase transactions also involve the risk that the market value of the securities sold by the 
Fund may decline below the price at which the Fund is obligated to repurchase the securities.  In the event 
of bankruptcy or other default by the purchaser, the Fund could experience both delays in repurchasing 
the portfolio securities and losses.  The Fund will enter into reverse purchase transactions only with 
parties whose creditworthiness has been reviewed and found satisfactory by the Adviser.  

Reverse purchase transactions are considered by the SEC to be borrowings by the Fund under the 
1940 Act.  At the time the Fund enters into a reverse purchase transaction, it will direct its custodian to 
place in a segregated account assets (such as cash or liquid securities consistent with the Fund's 
investment restrictions) having a value equal to the repurchase price (including accrued interest).  The 
Fund will monitor the account to ensure that the market value of the account equals the amount of the 
Fund's commitments to repurchase securities.  

Rights 

Rights are usually granted to existing shareholders of a corporation to subscribe to shares of a 
new issue of common stock before it is issued to the public. The right entitles its holder to buy common 
stock at a specified price.  Rights have similar features to warrants, except that the life of a right is 
typically much shorter, usually a few weeks. The Adviser believes rights may become underpriced if they 
are sold without regard to value and if analysts do not include them in their research. The risk in investing 
in rights is that the Adviser might miscalculate their value resulting in a loss to the Fund. Another risk is 
the underlying common stock may not reach the Adviser's anticipated price within the life of the right. 

Segregation Requirements 

SEC Segregation Requirements 

In addition to any margin restrictions discussed in this Statement of Additional Information, 
transactions in derivative contracts may involve the segregation of funds pursuant to requirements 
imposed by the SEC.  For example, under those requirements, where the Fund has a long position in a 
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futures contract, it may be required to establish a segregated account (not with a futures commission 
merchant or broker) containing cash or certain liquid assets equal to the purchase price of the contract 
(less any margin on deposit). For a short position in futures or forward contracts held by the Fund, those 
requirements may mandate the establishment of a segregated account (not with a futures commission 
merchant or broker) with cash or certain liquid assets that, when added to the amounts deposited as 
margin, equal the market value of the instruments underlying the futures contracts. 

Liquidity Impact of Margin and SEC Segregation Requirements 

Although the Fund will segregate cash and liquid assets in an amount sufficient to cover its open 
derivative obligations, the segregated assets will be available to the Fund immediately upon closing out 
the derivative position, while settlement of securities transactions could take several days. However, 
because the Fund's cash that may otherwise be invested would be held uninvested or invested in other 
liquid assets so long as the derivative position remains open, the Fund's return could be diminished due to 
the opportunity losses of foregoing other potential investments. 

Short Sales 

The Fund may seek to realize additional gains or hedge investments by selling a security short.  A 
short sale is a transaction in which the Fund sells a security that it does not own in anticipation of a 
decline in the market price of the security.  To complete the short sale, the Fund must arrange through a 
broker to borrow the security in order to deliver it to the buyer.  The Fund is obligated to replace the 
borrowed security by purchasing it at a market price at or prior to the time it must be returned to the 
lender.  The price at which the Fund is required to replace the borrowed security may be more or less than 
the price at which the security was sold by the Fund.  Until the security is replaced, the Fund is required 
to repay the lender any dividends or interest attributable to the borrowed security that may accrue during 
the period of the loan.  To borrow the security, the Fund may be required to pay a premium, which would 
increase the cost of the security sold.  Until the short position is closed out, the Fund also will incur 
transaction costs.  

The net proceeds of the short sale plus any additional cash collateral will be retained by the 
broker to the extent necessary to meet margin requirements and provide a collateral cushion in the event 
that the value of the security sold short increases.  The Fund will receive the net proceeds after it closes 
out the short position by replacing the borrowed security.  Until the Fund closes the short position, the 
Fund also must maintain a segregated account with its custodian consisting of cash or other liquid 
securities in an amount at least equal to (i) the current market value of the security sold short, (ii) less any 
collateral deposited with the broker (not including the proceeds of the short sale).  The assets in the 
segregated account are marked to market daily.  The collateral held by the broker and the segregated 
account with the custodian will not necessarily limit the Fund's potential loss on a short sale, which is 
unlimited. 

The Fund will incur a loss if the price of the security increases between the date of the short sale 
and the date on which the Fund replaces the borrowed security.  The Fund will realize a gain if the price 
of the security declines between those dates.  The amount of any gain will be decreased, and the amount 
of any loss increased, by the amount of any premium, dividend, interest or expenses the Fund may be 
required to pay in connection with the short sale.  There can be no assurance that the Fund will be able to 
close out a short position at any particular time or at an acceptable price. 
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Sovereign Obligations (Underlying Funds Only) 

The Fund may invest in an Underlying Fund that invests in sovereign debt obligations.  
Investment in sovereign debt obligations involves special risks not present in corporate debt obligations.  
The issuer of the sovereign debt or the governmental authorities that control the repayment of the debt 
may be unable or unwilling to repay principal or interest when due, and the Underlying Fund may have 
limited recourse in the event of a default.  During periods of economic uncertainty, the market prices of 
sovereign debt, and the Fund's net asset value, may be more volatile than prices of U.S. debt obligations.  
In the past, certain emerging markets have encountered difficulties in servicing their debt obligations, 
withheld payments of principal and interest and declared moratoria on the payment of principal and 
interest on their sovereign debts. 

A sovereign debtor's willingness or ability to repay principal and pay interest in a timely 
manner may be affected by, among other factors, its cash flow situation, the extent of its foreign currency 
reserves, the availability of sufficient foreign exchange, the relative size of the debt service burden, the 
sovereign debtor's policy toward principal international lenders and local political constraints. Sovereign 
debtors may also be dependent on expected disbursements from foreign governments, multilateral 
agencies and other entities to reduce principal and interest arrearages on their debt.  The failure of a 
sovereign debtor to implement economic reforms, achieve specified levels of economic performance or 
repay principal or interest when due may result in the cancellation of third-party commitments to lend 
funds to the sovereign debtor, which may further impair such debtor's ability or willingness to service its 
debts. 

Special Purpose Acquisition Companies 

The Fund may invest in special purpose acquisition companies (“SPACs”). SPACs are collective 
investment structures that pool funds in order to seek potential acquisition opportunities. Unless and until 
an acquisition is completed, a SPAC generally invests its assets (less an amount to cover expenses) in 
U.S. Government securities, money market fund securities and cash. SPACs and similar entities may be 
blank check companies with no operating history or ongoing business other than to seek a potential 
acquisition. Accordingly, the value of their securities is particularly dependent on the ability of the 
entity’s management to identify and complete a profitable acquisition. Certain SPACs may seek 
acquisitions only in limited industries or regions, which may increase the volatility of their prices. If an 
acquisition that meets the requirements for the SPAC is not completed within a predetermined period of 
time, the invested funds are returned to the entity’s shareholders. Investments in SPACs may be illiquid 
and/or be subject to restrictions on resale. To the extent the SPAC is invested in cash or similar securities, 
this may impact a Fund’s ability to meet its investment objective. 

STRIPS 

The Federal Reserve creates STRIPS (Separate Trading of Registered Interest and Principal of 
Securities) by separating the coupon payments and the principal payment from an outstanding Treasury 
security and selling them as individual securities.  To the extent the Fund purchases the principal portion 
of the STRIP, the Fund will not receive regular interest payments.  Instead they are sold at a deep 
discount from their face value.  The Fund will accrue income on such STRIPS for tax and accounting 
purposes, in accordance with applicable law, which income is distributable to shareholders.  Because no 
cash is received at the time such income is accrued, the Fund may be required to liquidate other Fund 
securities to satisfy its distribution obligations.  Because the principal portion of the STRIP does not pay 
current income, its price can be very volatile when interest rates change.  In calculating its dividend, the 
Fund takes into account as income a portion of the difference between the principal portion of the 
STRIP’s purchase price and its face value. 
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Structured Notes 

Structured notes are debt securities which contain an embedded derivative component that may 
be linked to a particular equity security, a basket of equity securities, or an index.  Structured notes 
generally entitle their holders to receive some portion of the principal or interest payments that would be 
due on traditional debt obligations.  Rather than paying a straight fixed or floating coupon, the interest 
payments fluctuate based on the value of the linked item, as well as the underlying debt obligation.   

Structured notes are subject to a number of fixed income risks including income risk, credit risk, 
and market risk.  In addition, as a result of the imbedded derivative feature, structured notes generally are 
subject to more risk than investing in a simple note or bond issued by the same issuer.  It is impossible to 
predict whether the referenced factor (such as an index) or prices of the underlying securities will rise or 
fall.  The Fund’s right to receive principal or interest payments on a structured product may vary in timing 
or amount, depending on changes in the reference factor and, at times, the price fluctuations may be very 
significant.  In addition, changes in the reference instrument or the underlying security may cause the 
interest rate on a structured note to be reduced to zero, at which point further adverse changes may lead to 
a reduction in the principal amount payable on maturity.  Even with respect to structured notes that 
purport to provide a “buffer”, the principal typically is protected only to the extent that the value of the 
reference factor does not fall below a set limit.  Structured notes may also be less liquid than other types 
of securities, and may be more volatile than the reference factor or security underlying the note.   

Swaps 

The Fund may invest without limitation in interest rate, index, total return, currency and credit 
default swap agreements.  A swap is an agreement between two parties (known as counterparties) where 
one stream of payments is exchanged for another based on a specified principal amount.  Swaps are 
typically used to limit or manage exposure to fluctuations in interest rates, currency exchange rates or 
potential defaults by credit issuers.  The Fund may attempt to enhance the return on the cash portion of its 
portfolio by investing in a total return swap agreement.  A total return swap agreement provides the Fund 
with a return based on the performance of an underlying asset, in exchange for fee payments to a 
counterparty based on a specific rate.  The difference in the value of these income streams is recorded 
daily by the Fund, and is settled in cash at the end of each month or sooner if one party owes the other a 
certain amount.  If the underlying asset declines in value over the term of the swap, the Fund would be 
required to pay the dollar value of that decline to the counterparty.  The Fund may use its own net asset 
value as the underlying asset in a total return swap.  The Adviser may utilize a total return swap using the 
Fund’s return as the underlying asset in order for the Fund's cash positions allocated to the swap to share 
in similar investment returns at the Fund itself while maintaining a sufficient cash position to meet 
liquidity needs in the Fund, including liquidity to invest in new investment opportunities. 

Time Deposits and Variable Rate Notes 

The Fund may invest in fixed time deposits, whether or not subject to withdrawal penalties. 

The commercial paper obligations which the Fund may buy are unsecured and may include 
variable rate notes. The nature and terms of a variable rate note (i.e., a “Master Note”) permit the Fund to 
invest fluctuating amounts at varying rates of interest pursuant to a direct arrangement between the Fund 
as lender, and the issuer, as borrower. It permits daily changes in the amounts borrowed. The Fund has the 
right at any time to increase, up to the full amount stated in the note agreement, or to decrease the amount 
outstanding under the note. The issuer may prepay at any time and without penalty any part of or the full 
amount of the note. The note may or may not be backed by one or more bank letters of credit. Because 
these notes are direct lending arrangements between the Fund and the issuer, it is not generally 
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contemplated that they will be traded; moreover, there is currently no secondary market for them. Except 
as specifically provided in the Prospectus, there is no limitation on the type of issuer from whom these 
notes may be purchased; however, in connection with such purchase and on an ongoing basis, the Adviser 
will consider the earning power, cash flow and other liquidity ratios of the issuer, and its ability to pay 
principal and interest on demand, including a situation in which all holders of such notes made demand 
simultaneously. Variable rate notes are subject to the Fund's investment restriction on illiquid securities 
unless such notes can be put back to the issuer on demand within seven days. 

U.S. Government Securities 

The Fund may invest in U.S. government securities.  These securities may be backed by the credit 
of the government as a whole or only by the issuing agency.  U.S. Treasury bonds, notes, and bills and 
some agency securities, such as those issued by the Federal Housing Administration and the Government 
National Mortgage Association (Ginnie Mae), are backed by the full faith and credit of the U.S. 
government as to payment of principal and interest and are the highest quality government securities.  
Other securities issued by U.S. government agencies or instrumentalities, such as securities issued by the 
Federal Home Loan Banks and the Federal Home Loan Mortgage Corporation (Freddie Mac), are 
supported only by the credit of the agency that issued them, and not by the U.S. government.  Securities 
issued by the Federal Farm Credit System, the Federal Land Banks, and the Federal National Mortgage 
Association (Fannie Mae) are supported by the agency’s right to borrow money from the U.S. Treasury 
under certain circumstances, but are not backed by the full faith and credit of the U.S. government. 

The Fund's investments in U.S. government securities may include agency step-up obligations.  
These obligations are structured with a coupon rate that "steps-up" periodically over the life of the 
obligation.  Step-up obligations typically contain a call option, permitting the issuer to buy back the 
obligation upon exercise of the option.  Step-up obligations are designed for investors who are unwilling 
to invest in a long-term security in a low interest rate environment.  Step-up obligations are used in an 
attempt to reduce the risk of a price decline should interest rates rise significantly at any time during the 
life of the obligation.  However, step-up obligations also carry the risk that market interest rates may be 
significantly below the new, stepped-up coupon rate.  If this occurs, the issuer of the obligation likely will 
exercise the call option, leaving investors with cash to reinvest.  As a result, these obligations may expose 
the Fund to the risk that proceeds from a called security may be reinvested in another security paying a 
lower rate of interest. 

Warrants 

Warrants are securities that are usually issued with a bond or preferred stock but may trade 
separately in the market. A warrant allows its holder to purchase a specified amount of common stock at a 
specified price for a specified time.  The risk in investing in warrants is the Adviser might miscalculate 
their value, resulting in a loss to the Fund.  Another risk is the warrants will not realize their value 
because the underlying common stock does not reach the Adviser's anticipated price within the life of the 
warrant. 

When-Issued, Forward Commitments and Delayed Settlements 

The Fund may purchase and sell securities on a when-issued, forward commitment or delayed 
settlement basis. In this event, the Fund's custodian will segregate liquid assets equal to the amount of the 
commitment in a separate account. Normally, the custodian will set aside portfolio securities to satisfy a 
purchase commitment. In such a case, the Fund subsequently may be required to segregate additional 
assets in order to assure that the value of the account remains equal to the amount of the Fund's 
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commitment. It may be expected that the Fund's net assets will fluctuate to a greater degree when it sets 
aside portfolio securities to cover such purchase commitments than when it sets aside cash. 

The Fund does not intend to engage in these transactions for speculative purposes but only in 
furtherance of its investment objectives. Because the Fund will segregate liquid assets to satisfy its 
purchase commitments in the manner described, the Fund's liquidity and the ability of the Adviser to 
manage them may be affected in the event the Fund's forward commitments, commitments to purchase 
when-issued securities and delayed settlements ever exceeded 15% of the value of its net assets. 

The Fund will purchase securities on a when-issued, forward commitment or delayed settlement 
basis only with the intention of completing the transaction. If deemed advisable as a matter of investment 
strategy, however, the Fund may dispose of or renegotiate a commitment after it is entered into, and may 
sell securities it has committed to purchase before those securities are delivered to the Fund on the 
settlement date. In these cases the Fund may realize a taxable capital gain or loss. When the Fund engages 
in when-issued, forward commitment and delayed settlement transactions, it relies on the other party to 
consummate the trade. Failure of such party to do so may result in the Fund incurring a loss or missing an 
opportunity to obtain a price credited to be advantageous. 

The market value of the securities underlying a when-issued purchase, forward commitment to 
purchase securities, or a delayed settlement and any subsequent fluctuations in their market value is taken 
into account when determining the market value of the Fund starting on the day the Fund agrees to 
purchase the securities. The Fund does not earn interest on the securities it has committed to purchase 
until it has paid for and delivered on the settlement date. 

Investment Restrictions 

Fundamental Investment Limitations.  The investment limitations described below have been 
adopted by the Trust with respect to the Fund and are fundamental (“Fundamental”), i.e., they may not be 
changed without the affirmative vote of a majority of the outstanding shares of the Fund.  As used in the 
Prospectus and the Statement of Additional Information, the term “majority” of the outstanding shares of the 
Fund means the lesser of:  (1) 67% or more of the outstanding shares of the Fund present at a meeting, if the 
holders of more than 50% of the outstanding shares of the Fund is present or represented at such meeting; or 
(2) more than 50% of the outstanding shares of the Fund. Other investment practices, which may be changed 
by the Board of Trustees without the approval of shareholders to the extent permitted by applicable law, 
regulation or regulatory policy, are considered non-fundamental (“Non-Fundamental”). 

1.  Borrowing Money.  The Fund will not borrow money, except:  (a) from a bank, provided that 
immediately after such borrowing there is an asset coverage of 300% for all borrowings of the Fund; or (b) 
from a bank or other persons for temporary purposes only, provided that such temporary borrowings are in an 
amount not exceeding 5% of the Fund's total assets at the time when the borrowing is made.  This limitation 
does not preclude the Fund from entering into reverse repurchase transactions, provided that the Fund has an 
asset coverage of 300% for all borrowings and repurchase commitments of the Fund pursuant to reverse 
repurchase transactions. 

2.  Senior Securities.  The Fund will not issue senior securities.  This limitation is not applicable to 
activities that may be deemed to involve the issuance or sale of a senior security by the Fund, provided that 
the Fund's engagement in such activities is consistent with or permitted by the 1940 Act, the rules and 
regulations promulgated thereunder or interpretations of the SEC or its staff. 
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3.  Underwriting.  The Fund will not act as underwriter of securities issued by other persons.  This 
limitation is not applicable to the extent that, in connection with the disposition of portfolio securities 
(including restricted securities), the Fund may be deemed an underwriter under certain federal securities laws. 

4.  Real Estate.  The Fund will not purchase or sell real estate.  This limitation is not applicable to 
investments in marketable securities that are secured by or represent interests in real estate.  This limitation 
does not preclude the Fund from investing in mortgage-related securities or investing in companies engaged 
in the real estate business or that have a significant portion of their assets in real estate (including real estate 
investment trusts). 

5.  Commodities.  The Fund will not purchase or sell commodities unless acquired as a result of 
ownership of securities or other investments.  This limitation does not preclude the Fund from purchasing or 
selling options or futures contracts, from investing in securities or other instruments backed by commodities 
or from investing in companies, which are engaged in a commodities business or have a significant portion of 
their assets in commodities.  

6.  Loans.  The Fund will not make loans to other persons, except:  (a) by loaning portfolio securities 
(limited at any given time to no more than one-third of the Fund's total assets); (b) by engaging in repurchase 
agreements; or (c) by purchasing non-publicly offered debt securities.  For purposes of this limitation, the 
term “loans” shall not include the purchase of a portion of an issue of publicly distributed bonds, debentures 
or other securities. 

7.  Concentration.  The Fund will not invest 25% or more of its total assets in a particular industry or 
group of industries.  The Fund will not invest 25% or more of its total assets in any investment company that 
concentrates.  This limitation is not applicable to investments in obligations issued or guaranteed by the U.S. 
government, its agencies and instrumentalities or repurchase agreements with respect thereto. 

8.  Diversification.  The Fund will invest in the securities of any issuer only if, immediately after 
such investment, at least 75% of the value of the total assets of the Fund will be invested in cash and cash 
items (including receivables), government securities, securities of other investment companies, and other 
securities for the purposes of this calculation limited in respect of any one issuer to an amount (determined 
immediately after the latest acquisition of securities of the issuer) not greater in value than 5% of the value of 
the total assets of the Fund and to not more than 10% of the outstanding voting securities of such issuer. 

With respect to the percentages adopted by the Trust as maximum limitations on its investment 
policies and limitations, an excess above the fixed percentage will not be a violation of the policy or 
limitation unless the excess results immediately and directly from the acquisition of any security or the action 
taken.  This paragraph does not apply to the borrowing policy set forth in paragraph 1 above and the illiquid 
investments policy set forth in paragraph 4 below. 

Non-Fundamental.  The following limitations have been adopted by the Trust with respect to the 
Fund and are Non-Fundamental (see “Investment Limitations - Fundamental” above). 

1.  Pledging.  The Fund will not mortgage, pledge, hypothecate or in any manner transfer, as security 
for indebtedness, any assets of the Fund except as may be necessary in connection with borrowings described 
in limitation (1) above, and then not to exceed 33⅓% of the Fund's assets.  Margin deposits, security interests, 
liens and collateral arrangements with respect to transactions involving options, futures contracts, short sales 
and other permitted investments and techniques are not deemed to be a mortgage, pledge or hypothecation of 
assets for purposes of this limitation. 

2.  Borrowing.  The Fund will not purchase any security while borrowings (including reverse 
repurchase agreements) representing more than one-third of its total assets are outstanding.   
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3.  Margin Purchases.  The Fund will not purchase securities or evidences of interest thereon on 
“margin.”  This limitation is not applicable to short-term credit obtained by the Fund for the clearance of 
purchases and sales or redemption of securities, or to arrangements with respect to transactions involving 
options, or futures contracts. 

4.  Illiquid Investments.  The Fund will not invest 15% or more of its net assets in securities for 
which there are legal or contractual restrictions on resale and other illiquid securities. 

MANAGEMENT OF THE FUND 

 The Board of Trustees supervises the business activities of the Trust and appoints the officers.  Each 
Trustee serves as a trustee until the termination of the Trust unless the Trustee dies, resigns, retires or is 
removed.  The Fund is one of three series in the Trust and seven portfolios in the “Fund Complex”.  The 
Board generally meets four times a year to review the progress and status of the Fund. 

Leadership Structure. The Trust is led by Mr. Patrick Galley, who has served as the President (principal 
executive officer) of the Trust, since the Trust’s inception. Mr. Galley is an interested person by virtue of 
his position of Chief Investment Officer of the Funds’ investment adviser. The Board of Trustees is 
comprised of Mr. Galley and four Independent Trustees (i.e. those who are not “interested persons” of the 
Trust, as defined under the 1940 Act). The Trust has designated Mr. John S. Oakes its lead Independent 
Trustee. Governance guidelines provide that Independent Trustees will have an opportunity to meet in 
executive session at each Board meeting and more frequently if needed. The Trust has an Audit 
Committee with a separate chair. The Trust does not have a Nominating Committee, but the Audit 
Committee performs the duties of a nominating committee when and if necessary. The Trust does not 
have a Qualified Legal Compliance Committee (QLCC). However, the Trust’s Audit Committee performs 
the duties of a QLCC if, and when necessary. Under the Trust’s Declaration of Trust, By-Laws and 
governance guidelines, the President of the Board is generally responsible for (a) presiding over board 
meetings, (b) setting the agendas for these meetings and (c) providing information to board members in 
advance of each board meeting and between board meetings. Generally, the Trust believes it best to have 
a single leader who is seen by shareholders, business partners and other stakeholders as providing strong 
leadership. The Trust believes that its President, together with the Audit Committee and the full Board of 
Trustees, provide effective leadership that is in the best interests of the Trust, the Fund and each 
shareholder.  

Board Risk Oversight. The Board is responsible for overseeing risk management, and the full Board 
regularly engages in discussions of risk management and receives compliance reports that inform its 
oversight of risk management from Mr. Marc Collins in his role as Chief Compliance Officer at meetings 
and on an ad hoc basis, when and if necessary. The Audit Committee considers financial and reporting 
risk within its area of responsibilities. Generally, the Board believes that its oversight of material risks is 
adequately maintained through the compliance-reporting chain where the Chief Compliance Officer is the 
primary recipient and communicator of such risk-related information.  

Trustee Qualifications. Generally, the Trust has concluded that each Trustee is competent to serve 
because of their individual overall merits including (i) experience, (ii) qualifications, (iii) attributes and 
(iv) skills. Mr. Patrick Galley is the Chief Investment Officer for the Fund’s investment adviser and the 
portfolio manager of the Fund. His knowledge regarding the investment strategy of the Fund, more 
specifically the closed-end mutual fund industry makes him uniquely qualified to serve as the Fund’s 
President.  Mr. John K. Carter was elected a Trustee in January 2013.  Mr. Carter possesses extensive 
mutual fund industry experience which the Board feels will assist the Trust as it grows.  Mr. Carter was a 
Business Unit Head at Transamerica Asset Management, a subsidiary of Aegon, N.V.  Mr. Carter 
oversaw the mutual fund servicing, operations and advisory services for Transamerica’s approximately 
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120 mutual funds.  He also served as a compliance officer.  Mr. Carter brings experience managing a 
large mutual fund complex, including experience overseeing multiple sub-advisers.  Mr. Carter is 
currently an attorney in private practice and was previously an investment management attorney with 
experience as in-house counsel, serving with the Securities and Exchange Commission and in private 
practice with a large law firm.  The Board feels Mr. Carter’s industry-specific experience, including as a 
chairman of another fund complex, as a compliance officer and as an experienced investment 
management attorney will be valuable to the Board as the Trust continues to grow and deal with legally 
complex issues.  Mr. James G. Kelley has served as an Independent Trustee since the Fund’s inception.  
He is currently a Certified Business & Life Coach, JGK & Associates and formerly the Vice President 
Finance & Operations with Paymaster Technologies, Inc. and Executive Vice President and Chief 
Operating Officer of The Hedman Company, a manufacturing company.  Mr. Kelley has not only 
executive experience but is knowledgeable in both finance and accounting and is a certified public 
accountant.  His experience in these areas benefits the Board in its review of the Fund’s financial 
statements. Mr. Oakes was elected a Trustee in December 2010 and serves as the Board’s lead 
Independent Trustee. He has many years of experience in the securities industry. Additionally he had 
served on the Board of Directors of another registered investment company, including serving as its 
Chairman. The Board feels Mr. Oakes’ industry and board experience adds an operational perspective to 
the Board and his experience in marketing can assist the Fund in its efforts to expand into different 
distribution channels.  Mr. David M. Swanson was elected a Trustee in November, 2018. Mr. Swanson 
founded SwanDog Marketing, a marketing consulting firm to asset managers, in 2006. He currently 
serves as SwanDog’s Managing Partner. He has over 30 years of senior management and marketing 
experience, with approximately 20 years in financial services. Before joining SwanDog, Mr. Swanson 
most recently served as Executive Vice President and Head of Distribution for Calamos Investments, an 
investment management firm. He previously held positions as Chief Operating Officer of Van Kampen 
Investments, President of CEO of Scudder, Stevens & Clark, Canada, Ltd., and Managing Director and 
Head of Global Investment Products at Morgan Stanley. Mr. Swanson holds a Master of Management 
from the Kellogg Graduate School of Management at Northwestern University and a Bachelors in 
Journalism from Southern Illinois University. The Board believes Mr. Swanson’s business, financial 
services and investment management experience adds depth and understanding to its consideration of the 
Trustee’s obligations to the Trust and shareholders. 

The Trust does not believe any one factor is determinative in assessing a Trustee’s qualifications, but that 
the collective experience of each Trustee makes them highly qualified. 

The following table provides information regarding each Trustee who is not an “interested person” of the 
Trust, as defined in the 1940 Act. 



32 

Independent Trustees 

Name, Address1 
and Year of Birth 

Position(s) 
Held with 
the Fund 

Term of 
Office/Length 

of  Time 
Served 

Principal Occupation(s) 
During Past 5 Years 

Number of 
Portfolios in 

Fund Complex 
Overseen by 

Trustee2 

Other 
Directorships 

Held by Trustee 
During the Past 

5 Years 
John K. Carter 
Y.O.B.  1961 

Trustee Indefinite/ 
January 2013 to 
present 

Partner, Law Office of Carter 
Reymann Law, P.A. (a 
general practice and 
corporate law firm) (2018 to 
present); Law Office of John 
K. Carter, P.A. (a general 
practice and corporate law 
firm) (2015 to 2018); 
Managing Partner, Global 
Recruiters of St. Petersburg 
(a financial services 
consulting and recruiting 
firm) (2012 to 2015). 

7 Carillon Series 
Trust (12 funds) 
(2016 to present). 

James G. Kelley 
Y.O.B.  1948 

Trustee Indefinite/ 
December 2006 
to present 

Certified Business Coach, 
JGK & Associates (2000 to 
present). 

5 Member, Illinois 
Board of 
Examiners (2012 
to present); Chair 
(2017 to present). 

John S. Oakes 
Y.O.B.  1943 

Trustee; 
Lead 
Independent 
Trustee 

Indefinite/ 
December 2010 
to present 

Principal, Financial Search 
and Consulting (a recruiting 
and consulting firm) (2013 to 
present); Regional Vice 
President, Securities 
America (a broker-dealer) 
(2007 to 2013). 

7 None 

David M. Swanson 
Y.O.B.  1957 

Trustee Indefinite/ 
November 2018 
to present 

Founder & Managing 
Partner of SwanDog 
Strategic Marketing 
(marketing consulting firm) 
(2006 to present). 

5 Managed Portfolio 
Series (28 funds) 
(2011 to present); 
ALPS Variable 
Investment Trust 
(9 funds) (2006 to 
present). 

1 The mailing address of each Trustee is 325 N. LaSalle Street, Suite 645, Chicago, IL 60654. 
2 The Fund Complex consists of the RiverNorth Core Opportunity Fund, the RiverNorth/DoubleLine Strategic Income Fund, and the 
RiverNorth/Oaktree High Income Fund, each a series of the RiverNorth Funds Trust, and the RiverNorth Opportunities Fund, Inc., 
RiverNorth DoubleLine Strategic Opportunity Fund, Inc., RiverNorth Opportunistic Municipal Income Fund, Inc. and the 
RiverNorth Marketplace Lending Corporation. 
 

The following table provides information regarding each Trustee who is an “interested person” of the 
Trust, as defined in the 1940 Act, and each officer of the Trust.  
 
Interested Trustee and Officers 

Name, Address1 
and Year of Birth 

Position(s) 
Held with 
the Fund 

Term of Office/ 
Length of Time 

Served 
Principal Occupation(s) 

During Past 5 Years 

Number of 
Portfolios in 

Fund 
Complex 

Overseen by 
Trustee2  

Other 
Directorships 

Held by Trustee 
During the Past 

5 Years 
Patrick W. Galley3 

Y.O.B.  1975 
President, 
Principal 
Executive 
Officer and 
Trustee  

Indefinite/ 
July 2006 to present 

Chief Investment Officer, 
RiverNorth Capital 
Management, LLC. (2004 to 
present). 

7 Board of Managers 
of RiverNorth 
Capital 
Management, LLC 
(2010 to present) 
and RiverNorth 
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Financial 
Holdings, LLC 
(2014 to present) 
and Board of 
Directors 
RiverNorth 
Holdings, Co. 
(2010 to present). 

Jonathan M. Mohrhardt 
Y.O.B.  1974 

Treasurer 
and Chief 
Financial 
Officer 

Indefinite/ 
February 2009 to 
present 

Chief Operating Officer, 
RiverNorth Capital 
Management, LLC (2011 to 
present). 

NA Board of Managers 
RiverNorth Capital 
Management, LLC 
(2010 to present), 
Board of Managers 
RiverNorth 
Financial 
Holdings, LLC 
(2014 to present) 
and Board of 
Directors 
RiverNorth 
Holdings, Co. 
(2010 to present). 

Marcus L. Collins 
Y.O.B. 1968 

Chief 
Compliance 
Officer; 
Secretary 

Indefinite/ 
May 2012 to Present; 
Indefinite/ 
January 2017 to 
Present 

General Counsel, RiverNorth 
Capital Management, LLC 
(2012 to present), Chief 
Compliance Officer, 
RiverNorth Capital 
Management, LLC (2012 to 
present). 

NA NA 

Allen G. French 
Y.O.B. 1959 
c/o ALPS Fund 
Services, Inc. 
1290 Broadway, Suite 
1100 
Denver, CO 80203 
 

Assistant 
Secretary 

Indefinite/ 
November 2016 to 
present 
 

Assistant Vice President, 
Paralegal Manager (2017 to 
present), Senior Investment 
Company Act Paralegal (2016 
to 2017), ALPS Fund Services, 
Inc.; Manager, Investment 
Company Act Products, 
Transamerica Asset 
Management, Inc. (2015 to 
2016); Senior Paralegal, ALPS 
Fund Services, Inc. (2012 to 
2015). 

NA NA 

Michael Herrera 
Y.O.B. 1985 
c/o ALPS Fund 
Services, Inc. 
1290 Broadway, Suite 
1100  
Denver, CO 80203 

Assistant 
Treasurer 

Indefinite/ 
August 2018 to 
present 

Fund Controller, ALPS Fund 
Services (2007 to present). 

NA NA 

1 The mailing address of each Trustee and officer, unless otherwise noted, is 325 N. LaSalle Street, Suite 645, Chicago, IL 60654. 
2 The Fund Complex consists of the RiverNorth Core Opportunity Fund, the RiverNorth/DoubleLine Strategic Income Fund, and the 
RiverNorth/Oaktree High Income Fund, each a series of the RiverNorth Funds Trust, and the RiverNorth Opportunities Fund, Inc., 
RiverNorth DoubleLine Strategic Opportunity Fund, Inc., RiverNorth Opportunistic Municipal Income Fund, Inc. and the 
RiverNorth Marketplace Lending Corporation. 
3 Patrick W. Galley is considered an "Interested” Trustee as defined in the Investment Company Act of 1940, as amended, 
because he is an officer of the Trust and Chief Investment Officer of the Fund's investment adviser. 
 
Board Committees. The Trust has an audit committee that consists of all the Independent Trustees.  The 
audit committee is responsible for (i) overseeing the accounting and financial reporting policies and 
practices of the Fund, its internal controls and, as appropriate, the internal controls of certain service 
providers; (ii) overseeing the quality and objectivity of the Fund's financial statements and the 
independent audit of the financial statements; and (iii) acting as a liaison between the Fund's independent 



34 

auditors and the full Board of Trustees.  None of the audit committee members are “Interested” as defined 
in the 1940 Act.  During the fiscal year ended September 30, 2018, the Audit Committee met three times. 
 
Trustee Ownership.  As of December 31, 2018, the Trustees beneficially owned the following amounts in 
the Fund:  
 

Name of Trustee 
Dollar Range of Equity 
Securities In the Fund 

Aggregate Dollar Range of 
Securities In the Fund 

Complex1 

Patrick W. Galley Over $100,000 Over $100,000 
John K. Carter $50,001 - $100,000 $50,001 - $100,000 
James G. Kelley $10,001 - $50,000 $10,001 - $50,000 
John S. Oakes $50,001 - $100,000 Over $100,000 
David M. Swanson None None 
1 The Fund Complex consists of the RiverNorth Core Opportunity Fund, the RiverNorth/DoubleLine Strategic Income Fund, and 
the RiverNorth/Oaktree High Income Fund, each a series of the RiverNorth Funds Trust, and the RiverNorth Opportunities Fund, 
Inc., RiverNorth DoubleLine Strategic Opportunity Fund, Inc., RiverNorth Opportunistic Municipal Income Fund, Inc. and 
RiverNorth Marketplace Lending Corporation. 
 
Trustee and Officer Compensation.  The following table describes the compensation paid to the Trustees 
for the Trust’s fiscal year ended September 30, 2018.  Trustees of the Fund who are deemed “interested 
persons” of the Trust receive no compensation from the Fund.  For the fiscal year ended September 30, 
2018, each Trustee who is not an “interested person” received a fee of $16,500 per year plus $1,500 per 
meeting attended from the Trust. In addition, the Chair of the Audit Committee received $500 annually 
and the Lead Independent Trustee received $250 annually. 
 
The Trustees are also compensated for their services as independent directors of the RiverNorth 
DoubleLine Strategic Opportunity Fund, Inc. and the RiverNorth Marketplace Lending Corporation. For 
their services, the Independent Directors receive an annual retainer in the amount of $16,500 from each of 
two funds, and an additional $1,500 for attending each meeting of the Board of Directors. In addition, the 
Chair of the Audit Committee receives $500 annually and the Chair of the Nominating and Corporate 
Governance Committee and the Lead Independent Director each receives $250 annually. The Independent 
Directors are also reimbursed for all reasonable out-of-pocket expenses relating to attendance at meetings 
of the Board of Directors of the RiverNorth DoubleLine Strategic Opportunity Fund, Inc. and the 
RiverNorth Marketplace Lending Corporation. 
 
Messrs. Carter, Oakes and Swanson are also compensated for their service as independent directors of the 
RiverNorth Opportunities Fund, Inc. For their services, Messrs. Carter, Oakes and Swanson each receive 
a fee of $17,000 per year and an additional $2,000 for attending each regular meeting and $1,000 for 
attending each special meeting of the RiverNorth Opportunities Fund, Inc.  Mr. Oakes, as the fund’s 
independent chairman, also receives an additional $10,000 annually. Messrs. Carter, Oakes and Swanson 
are also reimbursed for all reasonable out-of-pocket expenses relating to attendance at meetings of the 
board of directors of the fund. 
 
Messrs. Carter, Oakes and Swanson are also compensated for their service as independent directors of the 
RiverNorth Opportunistic Municipal Income Fund, Inc. For their services, Messrs. Carter, Oakes and 
Swanson each receive a fee of $16,500 per year and an additional $1,500 for attending each meeting. Mr. 
Oakes, as the RiverNorth Opportunistic Municipal Income Fund, Inc.’s lead independent director, also 
receives $250 annually, and Mr. Carter, as the chair of the fund’s nominating and corporate governance 
committee, also receives $250 annually. Messrs. Carter, Oakes and Swanson are also reimbursed for all 
reasonable out-of-pocket expenses relating to attendance at meetings of the board of directors of the fund. 
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The following table shows compensation from the Fund Complex.1 Patrick W. Galley is an interested 
person of each Fund in the Fund Complex and has not received any compensation from any fund in the 
Fund Complex. 

 

Name 
Aggregate Compensation from 

the Fund 
Total Compensation from the 

Fund Complex1 

Patrick W. Galley $0 $0 
John K. Carter $5,136 $137,310 
James G. Kelley $5,159 $44,996 
John S. Oakes $5,331 $154,604 
Fred G. Steingraber2 $4,820 $42,051 
David M. Swanson3 $0 $91,227 
 

1 The Fund Complex consists of the RiverNorth Core Opportunity Fund, the RiverNorth/DoubleLine Strategic Income Fund, and 
the RiverNorth/Oaktree High Income Fund, each a series of the RiverNorth Funds Trust, and the RiverNorth Opportunities Fund, 
Inc., RiverNorth/DoubleLine Strategic Opportunity Fund, Inc., RiverNorth Opportunistic Municipal Income Fund, Inc. and the 
RiverNorth Marketplace Lending Corporation. 
2 Mr. Steingraber resigned as a Trustee of the Trust effective on November 13, 2018. 
3 Mr. Swanson was appointed as a Trustee of the Trust effective on November 13, 2018. 
 
Mr. Collins serves as the Chief Compliance Officer and provides compliance services to the Trust. Mr. 
Collins is also an employee and the chief compliance officer of the Adviser. Accordingly, the Trust and 
the Adviser jointly compensate Mr. Collins for his compliance services. The officers, other than the Chief 
Compliance Officer, receive no compensation directly from the Trust for performing the duties of their 
offices. 
 

CODE OF ETHICS 

Pursuant to the requirements of Rule 17j-1 under the 1940 Act and in order to protect against 
certain unlawful acts, practices and courses of business by certain individuals or entities related to the 
Fund, the Fund and the Adviser have adopted a Code of Ethics and procedures for implementing the 
provisions of the Code. The personnel of the Fund and the Adviser are subject to the code of ethics when 
investing in securities that may be purchased, sold or held by the Fund. 

MULTI-CLASS STRUCTURE 

The Fund offers two classes of shares, Class R Shares and Class I Shares.  Each class of shares of 
the Fund represents an equal pro rata interest in the Fund and both classes have the same voting, dividend, 
liquidation and other rights.  The share classes differ in their investment minimums and the assessment of 
a 12b-1 fee as discussed below. 

DISTRIBUTION PLAN 

The Fund has adopted a plan pursuant to Rule 12b-1 under the 1940 Act (the “Plan”) for the 
Fund's Class R shares.  The Plan permits the Fund to pay ALPS Distributors, Inc. the Trust’s Distributor 
(the “Distributor”) for certain distribution and promotion expenses related to marketing Class R shares of 
the Fund.  The amount payable annually by the Fund is 0.25% of the average daily net assets for Class R 
shares.  

Under the Plan, the Distributor may engage in any activities related to the distribution of Class R 
shares, including without limitation the following: (a) payments, including incentive compensation, to 
securities dealers or other financial intermediaries, financial institutions, investment advisers and others 
that are engaged in the sale of Class R shares of the Fund, or that may be advising shareholders of the 
Trust regarding the purchase, sale or retention of Class R shares of the Fund; (b) expenses of maintaining 
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personnel (including personnel of organizations with which the Trust has entered into agreements related 
to this Plan) who engage in or support distribution of Class R shares of the Fund; (c) costs of preparing, 
printing and distributing prospectuses and statements of additional information and reports of the Fund 
for recipients other than existing shareholders of the Fund; (d) costs of formulating and implementing 
marketing and promotional activities, including, but not limited to, sales seminars, direct mail promotions 
and television, radio, newspaper, magazine and other mass media advertising; (e) costs of preparing, 
printing and distributing sales literature; (f) costs of obtaining such information, analyses and reports with 
respect to marketing and promotional activities as the Distributor may, from time to time, deem advisable; 
and (g) costs of implementing and operating this Plan.  

The Trustees expect that the Plan could significantly enhance the Fund’s ability to expand 
distribution of Class R shares of the Fund. It is also anticipated that an increase in the size of the Fund 
will produce economies of scale that benefit the shareholders, facilitate more efficient portfolio 
management, and assist the Fund in seeking to achieve its investment objective.  

The Plan has been approved by the Trust’s Board of Trustees, including a majority of the 
Trustees who are not “interested persons” of the Trust and who have no direct or indirect financial interest 
in the Plan or any related agreement, by a vote cast in person.  Continuation of the Plan and the related 
agreements must be approved by the Trustees annually, in the same manner, and the Plan or any related 
agreement may be terminated at any time without penalty by a majority of such Independent Trustees or 
by a majority of the outstanding Class R shares of the Fund.  Any amendment increasing the maximum 
percentage payable under the Plan or other material change must be approved by a majority of the 
outstanding Class R shares of the Fund, and all other material amendments to the Plan or any related 
agreement must be approved by a majority of the Independent Trustees.  

The Plan was activated as of October 3, 2008, and for the fiscal year ended September 30, 2018, 
the Fund accrued the following expenses under the Plan and paid the full amount to the Distributor: 

 Class R Shares Class I Shares 
Advertising $0 N/A 
Compensation to broker-dealers $402,616 N/A 
Compensation to sales personnel $0 N/A 
Compensation to underwriters $0 N/A 
Interest, carrying, or other financing charges $0 N/A 
Printing and mailing of prospectuses to other than current 
shareholders 

$0 N/A 

Marketing Costs $0 N/A 
Total $402,616 N/A 

 

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES 

Principal Holders and Control Persons 

As of December 31, 2018, the following persons were the owners of more than 5% of the 
outstanding shares of the Fund's classes: 
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Name and Address Percentage of 
Ownership Type of Ownership 

Class R Shares 
 

 

CHARLES SCHWAB & COMPANY 
ATTN MUTUAL FUNDS SF215FMT-05 
211 MAIN ST 
SAN FRANCISCO, CA  94105 
 

28.99% Record 

NATIONAL FINANCIAL SERVICES CORP 
82 DEVONSHIRE ST MAIL ZONE ZE7F 
BOSTON, MA  02109 
 

23.17% Record 

TD AMERITRADE, INC. 
200 S 108TH AVE 
OMAHA, NE  68154 
 

18.21% Record 

TD AMERITRADE TRUST COMPANY 
PO BOX 17748 
DENVER, CO  80217 
 

8.24% Record 

LPL FINANCIAL SERVICES, INC. 
ATTN:CLIENT COMPENSATION DEPARTMENT 
4707 EXECUTIVE DR 
SAN DIEGO, CA  92121 
 

6.09% Record 

PERSHING 
1 PERSHING PLZ 
JERSEY CITY, NJ  07399 
 

6.02% Record 

Class I Shares 
 

 

NATIONAL FINANCIAL SERVICES CORP 
82 DEVONSHIRE ST MAIL ZONE ZE7F 
BOSTON, MA  02109 
 

36.11% Record 

PERSHING 
1 PERSHING PLZ 
JERSEY CITY, NJ  07399 
 

24.90% Record 

UBS FINANCIAL SERVICES, INC. 
ATTN: COMPLIANCE DEPT 
1000 HARBOR BLVD FL 8 
WEEHAWKEN, NJ  07086 
 

12.22% Record 

CHARLES SCHWAB & COMPANY 
ATTN MUTUAL FUNDS SF215FMT-05 10.33% Record 
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211 MAIN ST 
SAN FRANCISCO, CA  94105 
 
WELLS FARGO CLEARING SERVICES, LLC 
MAILCODE: H0006-09V 
1 N JEFFERSON AVE 
SAINT LOUIS, MO  63103 
 

7.55% Record 

 
Beneficial shareholders owning more than 25% of the shares of the Fund are considered to 

“control” the Fund as that term is defined under the 1940 Act, as amended.  Persons controlling the Fund 
can determine the outcome of any proposal submitted to the shareholders for approval, including changes to 
the Fund's fundamental policies or the terms of the management agreement with the Adviser. 

Management Ownership 

As of December 31, 2018, all officers and trustees as a group beneficially owned less than 1% of 
the outstanding shares of each class of the Fund. 

INVESTMENT ADVISORY AND OTHER SERVICES 

Investment Adviser 

The Trustees selected RiverNorth Capital Management, LLC as the investment adviser to the 
Fund.  RiverNorth Capital Management, LLC is a wholly owned subsidiary of RiverNorth Financial 
Holdings, LLC. RiverNorth Financial Holdings, LLC is majority owned by RiverNorth Holding Co.  
Brian H. Schmucker and Patrick W. Galley each own, directly or indirectly, more than 25% of 
RiverNorth Holding Co. and therefore each are deemed to control the Adviser. 

Under the terms of the management agreement (the “Agreement”), the Adviser, subject to the 
supervision of the Board of Trustees of the Trust, provides or arranges to be provided to the Fund such 
investment advice as it deems advisable and will furnish or arrange to be furnished a continuous 
investment program for the Fund consistent with the Fund's investment objective and policies.  As 
compensation for its management services, the Fund is obligated to pay the Adviser a fee computed and 
accrued daily and paid monthly in arrears at an annual rate of 1.00% of the average daily net assets of the 
Fund. 

The Agreement will continue on a year-to-year basis, provided that continuance is approved at 
least annually by specific approval of the Board of Trustees or by vote of the holders of a majority of the 
outstanding voting securities of the Fund. In either event, it must also be approved by a majority of the 
Trustees who are neither parties to the Agreement nor interested persons as defined in the 1940 Act, at a 
meeting called for the purpose of voting on such approval.  The Agreement may be terminated at any time 
without the payment of any penalty by the Board of Trustees or by vote of a majority of the outstanding 
voting securities of the Fund on not more than 60 days written notice to the Adviser. In the event of its 
assignment, the Agreement will terminate automatically.  

The following table shows the advisory fees paid to the Adviser by the Fund during the periods 
indicated: 
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Fiscal Year Ended 
Advisory Fees 

Accrued 

Total Fees 
Deferred 

And/or Expenses 
Reimbursed 

Net Advisory 
Fees Paid 

September 30, 2016 $7,597,355 $0 $7,597,355 
September 30, 2017 $5,067,019 $0 $5,067,019 
September 30, 2018 $2,439,326 $0 $2,439,326 

 
Portfolio Managers 

Mr. Galley is the co-portfolio manager responsible for the day-to-day management of the Fund.  
As of September 30, 2018, Mr. Galley was responsible for the management of the following other types 
of accounts (in addition to the Fund): 

Account Type 

Number of 
Accounts by 

Account Type 
Total Assets By 
Account Type 

Number of 
Accounts by Type 

Subject to a 
Performance Fee 

Total Assets By 
Account Type 
Subject to a 

Performance Fee 
Registered Investment 
Companies 10 $2,607,998,727 0 $0 

Other Pooled 
Investment Vehicles 4 $389,090,265 4 $312,576,990 

Other Accounts 2 $22,191,127 0 $0 
 

Mr. O'Neill is the other co-portfolio manager responsible for the day-to-day management of the 
Fund.  As of September 30, 2018, Mr. O'Neill was responsible for the management of the following other 
types of accounts (in addition to the Fund): 

Account Type 

Number of 
Accounts by 

Account Type 
Total Assets By 
Account Type 

Number of 
Accounts by Type 

Subject to a 
Performance Fee 

Total Assets By 
Account Type 
Subject to a 

Performance Fee 
Registered Investment 
Companies 9 $2,332,874,944 0 $0 

Other Pooled 
Investment Vehicles 3 $312,576,990 3 $312,576,990 

Other Accounts 2 $22,191,127 0 $0 
 
Actual or apparent conflicts of interest may arise when a portfolio manager has day-to-day 

management responsibilities with respect to more than one fund or other accounts.  For example, the 
management of multiple accounts may result in a portfolio manager devoting unequal time and attention to 
the management of each account.  In addition, the management of multiple funds and accounts also may 
give rise to potential conflicts of interest if the funds and accounts have different objectives, benchmarks, 
time horizons, and fees as the portfolio manager must allocate his time and investment ideas across multiple 
funds and accounts. Another potential conflict of interest may arise where another account has the same 
investment objective as the Fund, whereby the portfolio manager could favor one account over another.  
Individual portfolio managers may also make investment decisions on behalf of one fund or account that has 
the potential to negatively impact another fund or account. The Adviser manages potential conflicts between 
the Fund and other accounts through allocation policies and procedures and internal review processes that 
are designed to ensure that no one client is intentionally favored at the expense of another. 
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With respect to securities transactions for the Fund, the Adviser determines which broker to use 
to execute each order, consistent with the duty to seek best execution of the transaction.  The portfolio 
manager may execute transactions for another fund or account that may adversely impact the value of 
securities held by the Fund.  Securities selected for funds or accounts other than the Fund may outperform 
the securities selected for the Fund.  Further, a potential conflict could include a portfolio manager’s 
knowledge about the size, timing and possible market impact of Fund trades, whereby they could use this 
information to the advantage of other accounts and to the disadvantage of the Fund.  These potential 
conflicts of interest could create the appearance that a portfolio manager is favoring one investment 
vehicle over another. 

The appearance of a conflict of interest may arise where the Adviser has an incentive, such as a 
performance-based management fee.  The management of personal accounts may give rise to potential 
conflicts of interest; there is no assurance that the Fund’s code of ethics will adequately address such 
conflicts.  One of the portfolio manager's numerous responsibilities is to assist in the sale of Fund shares.  
Because the portfolio managers' compensation is indirectly linked to the sale of Fund shares, they may 
have an incentive to devote time to marketing efforts designed to increase sales of Fund shares. 

Although the portfolio managers generally do not trade securities in their own personal accounts, 
the Adviser and the Fund have each adopted a code of ethics that, among other things, permits personal 
trading by employees under conditions where it has been determined that such trades would not adversely 
impact client accounts.  Nevertheless, the management of personal accounts may give rise to potential 
conflicts of interest, and there is no assurance that these codes of ethics will adequately address such 
conflicts.  

The Adviser and the Fund have adopted certain compliance procedures, which have been 
approved by the Board of Trustees, which are designed to address these types of conflicts.  However, 
there is no guarantee that such procedures will detect each and every situation in which a conflict arises. 

Mr. Galley's and Mr. O'Neill's total compensation includes a base salary fixed from year to year 
and a variable performance bonus consisting of cash incentives.  The amounts paid to Mr. Galley and Mr. 
O’Neill are based on a percentage of the fees earned by the Adviser from managing the Fund and other 
investment accounts.  The performance bonus reflects individual performance of the funds managed by 
the portfolio managers and the performance of the Adviser's business as a whole.  Mr. Galley and Mr. 
O'Neill also participate in a 401K program on the same basis as other officers of the Adviser. 

The following table shows the dollar range of equity securities in the Fund beneficially owned by 
Mr. Galley and Mr. O'Neill as of September 30, 2018. 

Name of Portfolio Manager Dollar Range of Equity Securities in the Fund 
Patrick W. Galley $100,001 - $500,000 
Stephen O'Neill $100,001 - $500,000 
 
Administration 

ALPS Fund Services, Inc., acts as the administrator ("Administrator") for the Trust.  The Administrator 
assists in the filing of required disclosure documents with the SEC, preparation of Board materials and 
assisting with compliance testing.  For its services as Administrator, ALPS Fund Services, Inc. receives an 
annual fee from the Trust.   

The annual fee paid by the Fund is based on an allocation of the fee among all series in the Trust 
based on total net assets of each series of the Trust. 
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In addition, ALPS Fund Services, Inc. provides the Trust with fund accounting services, which 
includes certain monthly reports, record-keeping and other management-related services. The associated 
fees for these services are reflected in the Administration Agreement previously discussed. 

ALPS Fund Services, Inc. began providing transfer agency, fund administration and fund 
accounting services to the Fund on December 6, 2010.  The Fund paid ALPS Fund Services, Inc. the 
following amounts for transfer agency, fund administration and fund accounting services. 

Administration, Fund Accounting, Transfer Agency 
Fees For the Fiscal Year Ending September 30 
 

2018 $127,896 
2017 $218,251 
2016 $349,369 

 
Custodian 

State Street Bank and Trust Company, 100 Huntington Avenue, Boston, MA 02116, serves as 
the Fund's custodian ("Custodian").  The Custodian acts as the Fund's depository, provides safekeeping of 
its portfolio securities, collects all income and other payments with respect thereto, disburses funds at the 
Fund's request and maintains records in connection with its duties. 

Distributor 

ALPS Distributors, Inc., 1290 Broadway, Suite 1100, Denver, Colorado, 80203 (the “Distributor”) 
is the exclusive agent for distribution of shares of the Fund. The Distributor is obligated to sell the shares of 
the Fund on a best efforts basis only against purchase orders for the shares. Shares of the Fund are offered to 
the public on a continuous basis.  The Distributor also reviews and files certain advertising and sales 
materials with the appropriate regulatory authorities. 

The Fund's Distributor does not receive a fee from the Fund for the services performed hereunder. 

Transfer Agent 

ALPS Fund Services, Inc. also acts as the transfer agent ("Transfer Agent") for the Fund.  The 
Transfer Agent maintains the records of each shareholder's account, answers shareholders' inquiries 
concerning their accounts, processes purchases and redemptions of the Fund's shares, acts as dividend and 
distribution disbursing agent and performs other transfer agent and shareholder service functions.  The 
Transfer Agent receives an annual base fee from the Fund of $28,941 plus a per account fee. 

Independent Registered Public Accounting Firm 

The firm of Cohen & Company, Ltd., 1350 Euclid Ave., Suite 800, Cleveland, OH 44115, has 
been selected as Independent Registered Public Accounting Firm for the Trust for the fiscal year ended 
September 30, 2019.  Cohen & Company, Ltd. will perform an annual audit of the Fund's financial 
statements and provides financial, tax and accounting services as requested. 

Cyber Security Risk 

The Fund and its service providers may be prone to operational and information security risks 
resulting from breaches in cyber security. A breach in cyber security refers to both intentional and 
unintentional events that may cause the Fund to lose proprietary information, suffer data corruption, or 
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lose operational capacity. Breaches in cyber security 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-attacks. Cyber security breaches 
affecting the Fund or its adviser, custodian, transfer agent, intermediaries and other third-party service 
providers may adversely impact the Fund. For instance, cyber security breaches may interfere with the 
processing of shareholder transactions, impact the Fund’s ability to calculate its NAVs, cause the release 
of private shareholder information or confidential business information, impede trading, subject the Fund 
to regulatory fines or financial losses and/or cause reputational damage. The Fund 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 Fund may invest, which could result in material adverse 
consequences for such issuers and may cause the Fund’s investment in such companies to lose value. 

BROKERAGE ALLOCATION AND OTHER PRACTICES 

Subject to policies established by the Board of Trustees, the Adviser is responsible for the Fund's 
portfolio decisions and the placing of the Fund's portfolio transactions.  In placing portfolio transactions, 
the Adviser seeks the best qualitative execution for the Fund, taking into account such factors as price 
(including the applicable brokerage commission or dealer spread), the execution capability, financial 
responsibility and responsiveness of the broker or dealer and the brokerage and research services provided 
by the broker or dealer.  The Adviser generally seeks favorable prices and commission rates that are 
reasonable in relation to the benefits received. 

The Adviser is specifically authorized to select brokers or dealers who also provide brokerage and 
research services to the Fund and/or the other accounts over which the Adviser exercises investment 
discretion, and to pay such brokers or dealers a commission in excess of the commission another broker 
or dealer would charge if the Adviser determines in good faith that the commission is reasonable in 
relation to the value of the brokerage and research services provided.  The determination may be viewed 
in terms of a particular transaction or the Adviser's overall responsibilities with respect to the Trust and to 
other accounts over which it exercises investment discretion.  The Adviser may not give consideration to 
sales of shares of the Trust as a factor in the selection of brokers and dealers to execute portfolio 
transactions.  However, the Adviser may place portfolio transactions with brokers or dealers that promote 
or sell the Fund's shares so long as such placements are made pursuant to policies approved by the Board 
of Trustees that are designed to ensure that the selection is based on the quality of the broker’s execution 
and not on its sales efforts. 

Research services include supplemental research, securities and economic analyses, statistical 
services and information with respect to the availability of securities or purchasers or sellers of securities, 
and analyses of reports concerning performance of accounts. The research services and other information 
furnished by brokers through whom the Fund effects securities transactions may also be used by the 
Adviser in servicing all of its accounts.  Similarly, research and information provided by brokers or 
dealers serving other clients may be useful to the Adviser in connection with its services to the Fund.  
Although research services and other information are useful to the Fund and the Adviser, it is not possible 
to place a dollar value on the research and other information received.  It is the opinion of the Board of 
Trustees and the Adviser that the review and study of the research and other information will not reduce 
the overall cost to the Adviser of performing its duties to the Fund under the Agreement. 

Over-the-counter transactions will be placed either directly with principal market makers or with 
broker-dealers, if the same or a better price, including commissions and executions, is available.  Fixed 
income securities are normally purchased directly from the issuer, an underwriter or a market maker.  
Purchases include a concession paid by the issuer to the underwriter and the purchase price paid to a 
market maker may include the spread between the bid and asked prices. 
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When the Fund and another of the Adviser's clients seek to purchase or sell the same security at 
or about the same time, the Adviser may execute the transaction on a combined ("blocked") basis.  
Blocked transactions can produce better execution for the Fund because of the increased volume of the 
transaction. If the entire blocked order is not filled, the Fund may not be able to acquire as large a position 
in such security as it desires or it may have to pay a higher price for the security.  Similarly, the Fund may 
not be able to obtain as large an execution of an order to sell or as high a price for any particular portfolio 
security if the other client desires to sell the same portfolio security at the same time. In the event that the 
entire blocked order is not filled, the purchase or sale will normally be allocated on a pro rata basis.  The 
Adviser may adjust the allocation when, taking into account such factors as the size of the individual 
orders and transaction costs, the Adviser believes an adjustment is reasonable. 

The following table shows the brokerage commissions paid by the Fund for the periods indicated. 

Fiscal Year Ended 
September 30, 2016 

Fiscal Year Ended 
September 30, 2017 

Fiscal Year Ended 
September 30, 2018 

 
$105,933 

 
$96,657 

 
$52,157 

 

DISCLOSURE OF PORTFOLIO HOLDINGS 

The Fund is required to include a schedule of portfolio holdings in its annual and semi-annual 
reports to shareholders, which is sent to shareholders within 60 days of the end of the second and fourth 
fiscal quarters and which is filed with the SEC on Form N-CSR within 70 days of the end of the second 
and fourth fiscal quarters.  The Fund also is required to file a schedule of portfolio holdings with the SEC 
on Form N-Q within 60 days of the end of the first and third fiscal quarters.  The Fund must provide a 
copy of the complete schedule of portfolio holdings as filed with the SEC to any shareholder of the Fund, 
upon request, free of charge.  This policy is applied uniformly to all shareholders of the Fund without 
regard to the type of requesting shareholder (i.e., regardless of whether the shareholder is an individual or 
institutional investor).  The Fund may also make a partial or complete list of its holdings available to the 
public on the Fund’s website.  The timing of the disclosures may vary, but will be universally available to 
all parties when listed.  The Fund may enter into ongoing arrangements to release portfolio holdings to 
rating agencies, such as Morningstar or Lipper, in order for the agencies to assign a rating or ranking to 
the Fund.  Portfolio holdings will be supplied to rating agencies no more frequently than quarterly and 
only after the Fund has filed a Form N-CSR or Form N-Q with the SEC.  The Fund currently does not 
have any ongoing arrangements to release portfolio holdings information to rating agencies. 

Pursuant to policies and procedures adopted by the Board of Trustees, the Fund has ongoing 
arrangements to release portfolio holdings information on a daily basis to: 

RiverNorth Capital Management, LLC  – the Fund's Adviser; 

ALPS Fund Services, Inc. – the Fund's Administrator, Transfer Agent, and Fund Accounting Agent; 

State Street Bank and Trust – the Fund's Custodian. 

Ultimus Fund Solutions – the Adviser’s middle-office service provider. 

The Adviser, Administrator, Transfer Agent, Fund Accounting Agent and Custodian receive 
portfolio holdings information daily in order to carry out the essential operations of the Fund. 

The Fund also discloses portfolio holdings to: 
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Cohen & Company, Ltd. – the Fund's Independent Registered Public Accounting Firm; 

Drinker Biddle & Reath LLP – the Fund's legal counsel; 

Broadridge (ProxyEdge) – the Fund's proxy voting service; and; 

FilePoint – the Fund's EDGAR vendor. 

The lag between the date of the information and the date on which the information is disclosed 
will vary based on the identity of the party to whom the information is disclosed.  For instance, the 
information may be provided to auditors within days of the end of an annual period, while the information 
may be given to legal counsel at any time.  

The Fund, the Adviser, the Transfer Agent, the Fund Accounting Agent and the Custodian are 
prohibited from entering into any special or ad hoc arrangements with any person to make available 
information about the Fund's portfolio holdings without the specific approval of the Board.  Any party 
wishing to release portfolio holdings information on an ad hoc or special basis must  submit any proposed 
arrangement to the Board, which will review the arrangement to determine (i) whether the arrangement is 
in the best interests of the Fund's shareholders, (ii) the information will be kept confidential (based on the 
factors discussed below), (iii) whether sufficient protections are in place to guard against personal trading 
based on the information, and (iv) whether the disclosure presents a conflict of interest between the 
interests of Fund shareholders and those of the Adviser, or any affiliated person of the Fund or the 
Adviser. Additionally, the Adviser, and any affiliated persons of the Adviser, are prohibited from 
receiving compensation or other consideration, for themselves or on behalf of the Fund, as a result of 
disclosing the Fund's portfolio holdings.  The Fund's Chief Compliance Officer monitors compliance with 
these procedures, and reviews their effectiveness on an annual basis. 

Information disclosed to third parties, whether on an ongoing or ad hoc basis, is disclosed under 
conditions of confidentiality.  “Conditions of confidentiality” include (i) confidentiality clauses in written 
agreements, (ii) confidentiality implied by the nature of the relationship (e.g., attorney-client 
relationship), (iii) confidentiality required by fiduciary or regulatory principles (e.g., custody 
relationships) or (iv) understandings or expectations between the parties that the information will be kept 
confidential.  The agreements with the Adviser, Transfer Agent, Fund Accounting Agent and Custodian 
contain confidentiality clauses, which the Board and these parties have determined extend to the 
disclosure of nonpublic information about the Fund's portfolio holding and the duty not to trade on the 
non-public information.  The Fund believes, based upon its size and history, that these are reasonable 
procedures to protect the confidentiality of the Fund's portfolio holdings and will provide sufficient 
protection against personal trading based on the information. 

DETERMINATION OF SHARE PRICE 

The price (net asset value) of the shares of each class of the Fund is determined at the close of 
trading (normally 4:00 p.m., Eastern time) on each day the NYSE is open for business.  For a description 
of the methods used to determine the net asset value, see “How to Buy Shares – Purchasing Shares" in the 
Prospectus.  

Equity securities generally are valued by using market quotations, but may be valued on the basis of 
prices furnished by a pricing service when the Adviser believes such prices accurately reflect the fair market 
value of such securities.  Securities that are traded on any stock exchange or on the NASDAQ over-the-
counter market are generally valued by the pricing service at the last quoted sale price.  Lacking a last sale 
price, an equity security is generally valued by the pricing service at its last bid price.  When market 
quotations are not readily available, when the Adviser determines that the market quotation or the price 
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provided by the pricing service does not accurately reflect the current market value, or when restricted or 
illiquid securities are being valued, such securities are valued as determined in good faith by the Adviser, in 
conformity with guidelines adopted by and subject to review of the Board of Trustees of the Trust. 

Fixed income securities generally are valued by using market quotations, but may be valued on 
the basis of prices furnished by a pricing service when the Adviser believes such prices accurately reflect 
the fair market value of such securities.  A pricing service utilizes electronic data processing techniques 
based on yield spreads relating to securities with similar characteristics to determine prices for normal 
institutional-size trading units of debt securities without regard to sale or bid prices.  If the Adviser 
decides that a price provided by the pricing service does not accurately reflect the fair market value of the 
securities, when prices are not readily available from a pricing service, or when restricted or illiquid 
securities are being valued, securities are valued at fair value as determined in good faith by the Adviser, 
in conformity with guidelines adopted by and subject to review of the Board of Trustees.  This fair 
valuation may include use of quotes from brokers who make a market in the securities being valued.  
Short term investments in fixed income securities with maturities of less than 60 days when acquired, or 
which subsequently are within 60 days of maturity, are valued by using the amortized cost method of 
valuation, which the Board has determined will represent fair value.  However, securities with a demand 
feature exercisable within seven days are generally valued at par value.   

SPACs generally are valued by using market quotations, but may be valued on the basis of prices 
furnished by a pricing service when the Adviser believes such prices accurately reflect the fair market 
value of such securities. In cases where the combined quoted prices of the common stock and the warrants 
that make up a SPAC unit are above the SPAC unit price, the Adviser may opt to value the SPAC security 
held in the Fund’s portfolio at the aggregated price of the common stock and warrants, if the Fund has the 
option to separate the SPAC unit into its components. 

Other securities generally are valued by using market quotations, but may be valued on the basis 
of prices furnished by a pricing service when the Adviser believes such prices accurately reflect the fair 
market value of such securities. When market quotations are not readily available, when the Adviser 
determines that the market quotation or the price provided by the pricing service does not accurately 
reflect the current market value, or when restricted or illiquid securities are being valued, such securities 
are valued as determined in good faith by the Adviser, in conformity with guidelines adopted by and 
subject to review of the Board of Trustees of the Trust. 

Investments initially valued in currencies other than the U.S. dollar are converted to the U.S. 
dollar using exchange rates obtained from pricing services at the time the Fund calculates its NAV.  As a 
result, the NAV of the Fund's shares may be affected by changes in the value of currencies in relation to 
the U.S. dollar. The value of securities traded in markets outside the United States or denominated in 
currencies other than the U.S. dollar may change significantly on a day that the NYSE is closed without 
an investor being able to purchase, redeem or exchange shares. 

If market or broker-dealer quotations are unavailable or deemed unreliable for a security or if a 
security's value has been materially affected by events occurring after the close of the securities market on 
which the security principally trades but before the Fund calculates its NAV, the Fund may, in accordance 
with procedures adopted by the Board of Trustees, attempt to assign a value to the security that better 
reflects the security's market value at the time the Fund calculates its NAV. This "fair" value may be 
higher or lower than the corresponding market price or quotation for such security and, because this 
process necessarily depends upon judgment, this value may also vary from valuations determined by 
other funds using their own fair valuation procedures. While the Fund's use of fair value pricing is 
intended to result in calculation of an NAV that more fairly reflects security values as of the time of 
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pricing, the Fund cannot guarantee that any fair value price will, in fact, accurately reflect the value of 
any security such that such security could be sold for the fair value amount. 

REDEMPTION IN-KIND 

The Fund does not intend to redeem shares in any form except cash.  However, if the amount 
redeemed is over the lesser of $250,000 or 1% of the Fund's net asset value, the Fund has the right to 
redeem shares by giving the redeeming shareholder the amount that exceeds the lesser of $250,000 or 1% 
of the Fund's net asset value in securities instead of cash.  In the event that an in-kind distribution is made, 
a shareholder may incur additional expenses, such as the payment of brokerage commissions, on the sale 
or other disposition of the securities received from the Fund, and the shareholder will bear any market-
related risks of the securities until they are sold. 

TAX CONSEQUENCES 

The following discussion of U.S. federal income tax matters summarizes some of the important 
generally applicable U.S. federal income tax considerations not described in the Prospectus.  This is not 
intended to be a detailed explanation of the tax treatment of the Fund or the shareholders and the 
discussion here and in the Prospectus are not intended as a substitute for careful tax planning.  This 
discussion only relates to the Fund and to shares held by persons who are U.S. citizens or U.S. residents.  
Potential investors should consult their own tax advisors as to the consequences of an investment in the 
Fund, taking into account their own tax situations. 

The Fund has qualified as and intends to continue to qualify as a regulated investment company 
under Subchapter M of the Internal Revenue Code of 1986 (as amended) (the “Code”).  Under the 
provisions of Subchapter M of the Code, the Fund will not be subject to federal income tax on amounts 
distributed to its shareholders.  In order to qualify as a regulated investment company under Subchapter 
M the Fund must distribute at least 90% of its investment company taxable income and at least 90% of 
Fund’s income must be derived from qualifying income including dividends, interest and gains from 
securities transactions.  In addition, the Fund must meet asset diversification tests.  If the Fund were to 
fail to qualify under Subchapter M of the Internal Revenue Code as a regulated investment company, the 
Fund would be subject to normal corporate income taxes on all of its taxable income and gains, whether 
or not distributed.  Any dividend distribution of the Fund’s earnings would still be taxable to the 
shareholders when received. 

Regulated investment companies are also subject to a non-deductible 4% excise tax if they fail to 
distribute an amount equal to a specified percentage of their ordinary taxable income and capital gain net 
income by the end of each calendar year.  The Fund intends to make sufficient distributions in each 
calendar year to avoid liability for this excise tax. 

Because the Fund may invest in foreign securities the Fund may be subject to foreign withholding 
taxes with respect to dividends or interest received in foreign countries.  If at the end of a taxable year 
more than 50% in value of the Fund assets consist of foreign stock or securities, the Fund may make an 
election to treat a proportionate of amount those foreign taxes as a distribution to each shareholder, which 
would allow a shareholder to either take a credit for its proportionate of share of such taxes against its 
U.S. federal income tax liability or to deduct that amount as an itemized deduction.  If the Fund is not 
eligible or does not make that election, the Fund will be entitled to deduct such foreign taxes in 
computing the amount it is required to distribute to its shareholders. 

Federal Withholding: The Fund is required by federal law to withhold 24% of reportable 
payments (which may include dividends, capital gains, distributions and redemptions) paid to 
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shareholders who have not complied with IRS regulations. In order to avoid this withholding requirement, 
you must certify on a W-9 tax form supplied by the Fund that your Social Security or Taxpayer 
Identification Number provided is correct and that you are not currently subject to back-up withholding, 
or that you are exempt from back-up withholding. 

PROXY VOTING POLICIES AND PROCEDURES 

The Board of Trustees of the Trust has delegated responsibilities for decisions regarding proxy 
voting for securities held by the Fund's to the Adviser.  The Adviser will vote such proxies in accordance 
with its proxy policies and procedures. In some instances, the Adviser may be asked to cast a proxy vote 
that presents a conflict between the interests of the Fund's shareholders, and those of the Adviser or an 
affiliated person of the Adviser.  In such a case, the Trust’s policy requires that the Adviser abstain from 
making a voting decision and to forward all necessary proxy voting materials to the Trust to enable the 
Board of Trustees to make a voting decision.  The Adviser shall make a written recommendation of the 
voting decision to the Board of Trustees, which shall include: (i) an explanation of why it has a conflict of 
interest; (ii) the reasons for its recommendation; and (iii) an explanation of why the recommendation is 
consistent with the Adviser’s proxy voting policies.  The Board of Trustees shall make the proxy voting 
decision that in its judgment, after reviewing the recommendation of the Adviser, is most consistent with 
the Adviser’s proxy voting policies and in the best interests of Fund shareholders.  When the Board of 
Trustees of the Trust is required to make a proxy voting decision, only the Trustees without a conflict of 
interest with regard to the security in question or the matter to be voted upon shall be permitted to 
participate in the decision of how the Fund's vote will be cast. 

The Adviser’s policies and procedures are attached as Appendix A. 

MORE INFORMATION.  The actual voting records relating to portfolio securities during the 
most recent 12-month period ended June 30 will be available without charge, upon request, by calling toll 
free, 1-888-848-7569.  The information also will be available on the SEC’s website at www.sec.gov.  In 
addition, a copy of the Trust's proxy voting policies and procedures are also available by calling 1-888-
848-7569 and will be sent within three business days of receipt of a request. 

FINANCIAL STATEMENTS 

The financial statements and Independent Registered Public Accounting Firm’s report required to 
be included in the Statement of Additional Information are hereby incorporated by reference to the Fund’s 
Annual Report to the shareholders for the fiscal year ended September 30, 2018.  The Trust will provide 
the Annual Report as well as the unaudited Semi-Annual Report for the six months ended March 31, 2018 
without charge upon written request or request by telephone. 
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APPENDIX A 

 
PROXY VOTING POLICY OF THE ADVISER 

Proxy Voting 
RiverNorth Capital Management 

PROXY VOTING POLICIES AND PROCEDURES 
 

Pursuant to the recent adoption by the Securities and Exchange Commission (the “Commission”) 
of Rule 206(4)-6 (17 CFR 275.206(4)-6) and amendments to Rule 204-2 (17 CFR 275.204-2) under the 
Investment Advisers Act of 1940 (the “Act”), it is a fraudulent, deceptive, or manipulative act, practice or 
course of business, within the meaning of Section 206(4) of the Act, for an investment adviser to exercise 
voting authority with respect to client securities, unless (i) the adviser has adopted and implemented 
written policies and procedures that are reasonably designed to ensure that the adviser votes proxies in the 
best interests of its clients, (ii) the adviser describes its proxy voting procedures to its clients and provides 
copies on request, and (iii) the adviser discloses to clients how they may obtain information on how the 
adviser voted their proxies.  

In its standard investment advisory agreement, RiverNorth Capital Management, LLC 
(RiverNorth Capital)  specifically states that it does not vote proxies and the client, including clients 
governed by ERISA, is responsible for voting proxies.   Therefore, RiverNorth Capital will not vote 
proxies for these clients. However, RiverNorth Capital will vote proxies on behalf of investment company 
clients ("Funds").  RiverNorth Capital has instructed all custodians, other than Fund custodians, to 
forward proxies directly to its clients, and if RiverNorth Capital accidentally receives a proxy for any 
non-Fund client, current or former, the Chief Compliance Officer will promptly forward the proxy to the 
client. In order to fulfill its responsibilities to Funds, RiverNorth Capital Management, Inc. (hereinafter 
“we” or “our”) has adopted the following policies and procedures for proxy voting with regard to 
companies in any Fund's investment portfolios.   

KEY OBJECTIVES 

The key objectives of these policies and procedures recognize that a company’s management is 
entrusted with the day-to-day operations and longer term strategic planning of the company, subject to the 
oversight of the company’s board of directors.  While “ordinary business matters” are primarily the 
responsibility of management and should be approved solely by the corporation’s board of directors, these 
objectives also recognize that the company’s shareholders must have final say over how management and 
directors are performing, and how shareholders’ rights and ownership interests are handled, especially 
when matters could have substantial economic implications to the shareholders.   

Therefore, we will pay particular attention to the following matters in exercising our proxy voting 
responsibilities as a fiduciary for our clients: 

Accountability.  Each company should have effective means in place to hold those entrusted with 
running a company’s business accountable for their actions.  Management of a company should be 
accountable to its board of directors and the board should be accountable to shareholders.   
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Alignment of Management and Shareholder Interests.  Each company should endeavor to align 
the interests of management and the board of directors with the interests of the company’s shareholders. 
For example, we generally believe that compensation should be designed to reward management for 
doing a good job of creating value for the shareholders of the company. 

Transparency.  Promotion of timely disclosure of important information about a company’s 
business operations and financial performance enables investors to evaluate the performance of a 
company and to make informed decisions about the purchase and sale of a company’s securities. 

DECISION METHODS 
We generally believe that the individual portfolio managers that invest in and track particular 

companies are the most knowledgeable and best suited to make decisions with regard to proxy votes.  
Therefore, we rely on those individuals to make the final decisions on how to cast proxy votes. 

No set of proxy voting guidelines can anticipate all situations that may arise. In special cases, we 
may seek insight from our managers and analysts on how a particular proxy proposal will impact the 
financial prospects of a company, and vote accordingly. 

In some instances, a proxy vote may present a conflict between the interests of a client, on the one 
hand, and our interests or the interests of a person affiliated with us, on the other.  In such a case, we will 
abstain from making a voting decision and will forward all of the necessary proxy voting materials to the 
client to enable the client to cast the votes.   

Notwithstanding the forgoing, the following policies will apply to investment company shares 
owned by a Fund.  Under Section 12(d)(1) of the Investment Company Act of 1940, as amended, (the “1940 
Act”), a fund may only invest up to 5% of its total assets in the securities of any one investment company, 
but may not own more than 3% of the outstanding voting stock of any one investment company or invest 
more than 10% of its total assets in the securities of other investment companies. However, Section 
12(d)(1)(F) of the 1940 Act provides that the provisions of paragraph 12(d)(1) shall not apply to securities 
purchased or otherwise acquired by a fund if (i) immediately after such purchase or acquisition not more 
than 3% of the total outstanding stock of such registered investment company is owned by the fund and 
all affiliated persons of the fund; and (ii) the fund is not proposing to offer or sell any security issued by it 
through a principal underwriter or otherwise at a public or offering price which includes a sales load of 
more than 1½% percent.  Therefore, each Fund (or the Adviser acting on behalf of the Fund) must comply 
with the following voting restrictions unless it is determined that the Fund is not relying on Section 
12(d)(1)(F): 

• when the Fund exercises voting rights, by proxy or otherwise, with respect to any 
investment company owned by the Fund, the Fund will either  

o seek instruction from the Fund’s shareholders with regard to the voting of all 
proxies and vote in accordance with such instructions, or  

o vote the shares held by the Fund in the same proportion as the vote of all other 
holders of such security. 
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PROXY VOTING GUIDELINES 
Election of the Board of Directors 

We believe that good corporate governance generally starts with a board composed primarily of 
independent directors, unfettered by significant ties to management, all of whose members are elected 
annually.  We also believe that turnover in board composition promotes independent board action, fresh 
approaches to governance, and generally has a positive impact on shareholder value.  We will generally 
vote in favor of non-incumbent independent directors. 

The election of a company’s board of directors is one of the most fundamental rights held by 
shareholders.  Because a classified board structure prevents shareholders from electing a full slate of 
directors annually, we will generally support efforts to declassify boards or other measures that permit 
shareholders to remove a majority of directors at any time, and will generally oppose efforts to adopt 
classified board structures. 

Approval of Independent Auditors 

We believe that the relationship between a company and its auditors should be limited primarily 
to the audit engagement, although it may include certain closely related activities that do not raise an 
appearance of impaired independence.  

We will evaluate on a case-by-case basis instances in which the audit firm has a substantial non-
audit relationship with a company to determine whether we believe independence has been, or could be, 
compromised.  

Equity-based compensation plans 

We believe that appropriately designed equity-based compensation plans, approved by 
shareholders, can be an effective way to align the interests of shareholders and the interests of directors, 
management, and employees by providing incentives to increase shareholder value.  Conversely, we are 
opposed to plans that substantially dilute ownership interests in the company, provide participants with 
excessive awards, or have inherently objectionable structural features.  

We will generally support measures intended to increase stock ownership by executives and the 
use of employee stock purchase plans to increase company stock ownership by employees.  These may 
include:  

1.  Requiring senior executives to hold stock in a company. 
2.  Requiring stock acquired through option exercise to be held for a certain period of time.  
These are guidelines, and we consider other factors, such as the nature of the industry and size of 

the company, when assessing a plan’s impact on ownership interests.  

Corporate Structure  
We view the exercise of shareholders’ rights, including the rights to act by written consent, to call 

special meetings and to remove directors, to be fundamental to good corporate governance.   
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Because classes of common stock with unequal voting rights limit the rights of certain 
shareholders, we generally believe that shareholders should have voting power equal to their equity 
interest in the company and should be able to approve or reject changes to a company’s by-laws by a 
simple majority vote.   

We will generally support the ability of shareholders to cumulate their votes for the election of 
directors.   

Shareholder Rights Plans 

While we recognize that there are arguments both in favor of and against shareholder rights plans, 
also known as poison pills, such measures may tend to entrench current management, which we generally 
consider to have a negative impact on shareholder value.  Therefore, while we will evaluate such plans on 
a case by case basis, we will generally oppose such plans. 

CLIENT INFORMATION 

A copy of these Proxy Voting Policies and Procedures is available to our clients, without charge, 
upon request, by calling 1-800-646-0148.  We will send a copy of these Proxy Voting Policies and 
Procedures within three business days of receipt of a request, by first-class mail or other means designed 
to ensure equally prompt delivery. 

In addition, we will provide each client, without charge, upon request, information regarding the 
proxy votes cast by us with regard to the client’s securities.   
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APPENDIX B 
 

DESCRIPTION OF SECURITIES RATINGS 
 
Short-Term Credit Ratings 
 

An S&P Global Ratings 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 S&P Global Ratings for short-term issues: 

 
“A-1” – A short-term obligation rated “A-1” is rated in the highest category by S&P Global Ratings.  The 

obligor’s capacity to meet its financial commitments 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 commitments 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 weaken an obligor’s capacity to meet its financial 
commitments 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 that 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 commitments 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 S&P Global Ratings 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 Ratings – S&P Global Ratings’ 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 both on the 
likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of 
default.  

 
Moody’s employs the following designations to indicate the relative repayment ability of rated issuers: 
 
“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. 
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“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. 
 
“NR” – Is assigned to an unrated issuer. 
 
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 and relates to the capacity to meet financial obligations in 
accordance with the documentation governing the relevant obligation.  Short-term deposit ratings may not be 
adjusted for loss severity.  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. 
 
Plus (+) or minus (-) – The “F1” rating may be modified by the addition of a plus (+) or minus (-) sign to 

show the relative status within that major rating category.  
 
“NR” – Is assigned to an unrated issue of a rated issuer.  
 
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 S&P Global Ratings for long-term issues: 
 
“AAA” – An obligation rated “AAA” has the highest rating assigned by S&P Global Ratings.  The 

obligor’s capacity to meet its financial commitments 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 commitments 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 commitments on the obligation is still strong. 

 
“BBB” – An obligation rated “BBB” exhibits adequate protection parameters.  However, adverse economic 

conditions or changing circumstances are more likely to weaken the obligor’s capacity to meet its financial 
commitments 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.  
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While such obligations will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposure 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 that could 
lead to the obligor’s inadequate capacity to meet its financial commitments 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 commitments on the obligation.  Adverse business, financial, 
or economic conditions will likely impair the obligor’s capacity or willingness to meet its financial commitments 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 commitments 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 commitments 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 S&P Global Ratings 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 with 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 
S&P Global Ratings 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 a rating has not been assigned, or is no longer assigned. 
 

 Local Currency and Foreign Currency Risks - S&P Global Ratings’ 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 on the likelihood of default on 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.  
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“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. 

 
“NR” – Is assigned to unrated obligations. 
 

 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. 

 
“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 “CCC” to 

“C” rating categories, depending on 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. 
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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”. 

 
“NR” – Is assigned to an unrated issue of a rated issuer. 
 
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. 
 
 “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 
 

An S&P Global Ratings U.S. municipal note rating reflects S&P Global Ratings’ 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, S&P Global Ratings’ 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 
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 Source of payment - the more dependent the issue is on the market for its refinancing, the more 
likely it will be treated as a note. 

 
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. 
 
“D” – This rating is assigned upon failure to pay the note when due, completion of a distressed exchange 

offer, or 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. 

 
Moody’s uses the Municipal Investment Grade (“MIG”) scale to rate U.S. municipal bond anticipation 

notes of up to five 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. 
 
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 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-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. 
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“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 
 
An S&P Global Ratings 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 S&P Global Ratings’ view of the 
obligor’s capacity and willingness to meet its financial commitments as they come due, and this opinion 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 
financial, bank, insurance, and public finance entities (including supranational and sub-national entities) and the 
securities or other obligations they issue, as well as structured finance securities backed by receivables or other 
financial assets. 
 
Credit ratings provided by DBRS are forward-looking opinions about credit risk which reflect the creditworthiness 
of an issuer, rated entity, and/or security.  Credit ratings are not statements of fact. While historical statistics and 
performance can be important considerations, credit ratings are not based solely on such; they include subjective 
considerations and involve expectations for future performance that cannot be guaranteed.  To the extent that future 
events and economic conditions do not match expectations, credit ratings assigned to issuers and/or securities can 
change.  Credit ratings are also based on approved and applicable methodologies, models and criteria 
(“Methodologies”), which are periodically updated and when material changes are deemed necessary, this may also 
lead to rating changes. 
 
Credit ratings typically provide an opinion on the risk that investors may not be repaid in accordance with the terms 
under which the obligation was issued.  In some cases, credit ratings may also include consideration for the relative 
ranking of claims and recovery, should default occur.  Credit ratings are meant to provide opinions on relative 
measures of risk and are not based on expectations of any specific default probability, nor are they meant to predict 
such. 
 
The data and information on which DBRS bases its opinions is not audited or verified by DBRS, although DBRS 
conducts a reasonableness review of information received and relied upon in accordance with its Methodologies and 
policies. 
 
DBRS uses rating symbols as a concise method of expressing its opinion to the market, but there are a limited 
number of rating categories for the possible slight risk differentials that exist across the rating spectrum and DBRS 
does not assert that credit ratings in the same category are of “exactly” the same quality. 
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