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The Penn Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund have not 
commenced operations and shares of the funds are not currently offered for purchase. 
 
The Investor Class Shares of the Penn Capital Defensive Floating Rate Income Fund, the Penn Capital Multi-Credit High 
Income Fund, the Penn Capital Managed Alpha SMID Cap Equity Fund and the Penn Capital Special Situations Small Cap 
Equity Fund are not currently offered for purchase. 
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General Information about the Funds 
 
PENN Capital Funds Trust (the “Trust”) is an open-end management investment company organized as a Delaware 
statutory trust on August 29, 2014.  The Declaration of Trust permits the Trust to offer separate series of shares of 
beneficial interest (each of which is a separate mutual fund, and is referred to as a “Fund” and, collectively, as the “Funds”) 
and separate classes of such series.  The Trust offers two classes of shares:  Institutional Class and Investor Class.  Shares 
of each class participate equally in the earnings, dividends, and assets allocated to the particular share class of that Fund.  
Upon liquidation Fund shareholders are entitled to share pro rata in the net assets of such Fund available for distribution to 
shareholders.  Expenses attributable to any Fund are borne by that Fund. 
 
The Trust is authorized to issue an unlimited number of interests (or shares) with no par value.  Shares of each series have 
equal voting rights, and are voted in the aggregate and not by the series except in matters where a separate vote is required 
by the Investment Company Act of 1940, as amended (the “1940 Act”), or when the matter affects only the interest of a 
particular Fund. The Funds may hold special meetings of shareholders to elect or remove Trustees (as defined below), 
change fundamental policies, approve a management contract, or for other purposes. The Funds will mail proxy materials in 
advance of a shareholder meeting, including a proxy and information about the proposals to be voted on. When matters are 
submitted to shareholders for a vote, each shareholder is entitled to one vote for each full share owned and fractional votes 
for fractional shares owned.  Fund shares do not have cumulative voting rights or any preemptive or conversion rights.  The 
Trust does not normally hold annual meetings of shareholders. 
 
Description of the Funds 
 
Each Fund has its own investment objectives and policies.  Each Fund’s investment objective is non-fundamental, and may 
be changed by the Trust’s Board of Trustees (the “Board” or “Trustees”) without shareholder approval.  Unless otherwise 
noted, all of the other investment policies and strategies described in the Prospectus or hereafter are non-fundamental.  Penn 
Capital Management Company, Inc., serves as the investment advisor to the Funds (the “Advisor”).  The following Funds 
have changed their name within the past five years:  
 

Current Fund Name Former Fund Name Date of Change 
Penn Capital Defensive Floating Rate Income Fund  Penn Capital Senior Floating Rate Income 

Fund 
October 31, 2017 

Penn Capital Multi-Credit High Income Fund 
 

Penn Capital Opportunistic High Yield Fund October 31, 2017 

 Penn Capital High Yield Fund 
 

March 17, 2016 

Penn Capital Managed Alpha SMID Cap Equity 
Fund 

Penn Capital Small/Mid Cap Equity Fund October 31, 2017 

Penn Capital Special Situations Small Cap Equity 
Fund 

Penn Capital Small Cap Equity Fund October 31, 2017 

Penn Capital Enterprise Value Small Cap Equity 
Fund 

Penn Capital Small Cap Value Equity Fund October 31, 2017 

 
Diversification of the Funds 
 
All of the Funds are classified and operate as diversified funds under the 1940 Act.  Under the 1940 Act, a diversified fund 
is a fund that meets the following requirements: at least 75% of the value of its total assets is represented by cash and cash 
items (including receivables), government securities, securities of other investment companies, and other securities that are, 
for the purposes of this calculation, limited in respect of any one issuer to an amount not greater in value than 5% of the 
value of the total assets of such management company and to not more than 10% of the outstanding voting securities of 
such issuer.  A Fund may not change its diversification classification to become non-diversified without the approval of the 
holders of a majority of the Fund’s outstanding voting securities.  As used in this SAI, “a majority of a Fund’s outstanding 
voting securities” means the lesser of (1) 67% of the shares of beneficial interest of the Fund represented at a meeting at 
which more than 50% of the outstanding shares are present, or (2) more than 50% of the outstanding shares of beneficial 
interest of the Fund. 
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Investment Restrictions 
 

Each Fund has adopted and is subject to the following fundamental investment restrictions.  These investment restrictions 
may be changed only with the approval of the holders of a majority of a Fund’s outstanding voting securities.   
 

The percentage limitations referred to in these restrictions generally apply only at the time of investment.  A later increase 
or decrease in a percentage that results from a change in value in the portfolio securities held by a Fund will not be 
considered a violation of such limitation, with the exception of the Fund’s limitations on borrowing as described below, and 
a Fund will not necessarily have to sell a portfolio security or adjust its holdings in order to comply. 
 

Each Fund may not: 
 

1. borrow money or issue senior securities, except as the 1940 Act, any rules or orders thereunder, or U.S. Securities and 
Exchange Commission (“SEC”) staff interpretation thereof, may permit; 

2. underwrite the securities of other issuers, except that it may engage in transactions involving the acquisition, 
disposition or resale of its portfolio securities under circumstances where it may be considered to be an underwriter 
under the Securities Act of 1933, as amended (the “1933 Act”); 

3. purchase or sell real estate, unless acquired as a result of ownership of securities or other instruments and provided that 
this restriction does not prevent the Fund from (i) purchasing or selling securities or instruments secured by real estate 
or interests therein, securities or instruments representing interests in real estate or securities or instruments of issuers 
that invest, deal or otherwise engage in transactions in real estate or interests therein, and (ii) making, purchasing or 
selling real estate mortgage loans; 

4. make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations, entering into 
repurchase agreements, loaning its assets to broker/dealers or institutional investors and investing in loans, including 
assignments and participation interests; 

5. purchase or sell physical commodities, unless acquired as a result of ownership of securities or other instruments, and 
provided that this limitation does not prevent the Fund from (i) purchasing or selling securities of companies that 
purchase or sell commodities or that invest in commodities; (ii) engaging in any transaction involving currencies, 
options, forwards, futures contracts, options on futures contracts, swaps, hybrid instruments or other derivatives; or (iii) 
investing in securities, or transacting in other instruments, that are linked to or secured by physical or other 
commodities; 

6. with respect to the Penn Capital Defensive Floating Rate Income Fund, Penn Capital Multi-Credit High Income Fund, 
Penn Capital Managed Alpha SMID Cap Equity Fund and Penn Capital Special Situations Small Cap Equity Fund, 
make investments that will result in the concentration (as that term may be defined in the 1940 Act, any rules or orders 
thereunder, or SEC staff interpretation thereof) of its total assets in securities of issuers in any one industry (other than 
securities issued or guaranteed by the U.S. government or any of its agencies or instrumentalities or securities of other 
investment companies, whether registered or excluded from registration under Section 3(c) of the 1940 Act); and 

7. with respect to the Penn Capital Defensive Short Duration High Income Fund, Penn Capital Micro Cap Equity Fund, 
and Penn Capital Enterprise Value Small Cap Equity Fund, make investments that will result in concentration (as that 
term may be defined in the 1940 Act, any rules or orders thereunder, or SEC staff interpretation thereof) in securities of 
issuers in any one industry (other than securities issued or guaranteed by the U.S. government or any of its agencies or 
instrumentalities or securities of other investment companies, whether registered or excluded from registration under 
Section 3(c) of the 1940 Act). 

 

With respect to #1 above, for more information about the restrictions of the 1940 Act on the Funds with respect to 
borrowing and senior securities, see the section “Borrowings” below.  With respect to #7 above: (1) in accordance with 
SEC guidance, concentration means investing more than 25% of the Fund’s total assets.  With respect to #6 and #7 above, 
(1) a Fund will not consider investment companies to be an industry, (2) a Fund will look through to the security holdings 
of any investment company in which it invests, and (3)  more information about the Funds’ industry concentration 
restrictions as they relate to mortgage-backed securities is found in the section “Mortgage-Backed Securities” below. 
 

Investment Policies and Associated Risks 
 

The Funds may invest in a variety of securities and employ a number of investment techniques, which involve risks.  This 
SAI contains additional information regarding both the principal and non-principal investment strategies of the Funds. 
Unless otherwise noted in the Prospectus or this SAI or subject to a limitation under the 1940 Act and its related 
regulations, the investments listed below are not subject to a specific percentage limitation so long as they are made in a 
manner consistent with a Fund’s principal investment strategies. 
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The following tables set forth the types of additional investment strategies that each Fund may employ. The descriptions 
following the table provide more detailed information about each type of investment strategy and associated risks. 
 

Penn Capital 
Defensive 

Floating Rate 
Income  
Fund 

Penn Capital 
Defensive  

Short Duration 
High Income 

Fund 

Penn Capital 
Multi-Credit 
High Income 

Fund 
Asset-Backed Securities X X X 
Bank Loans, Loan Participations and Assignments X X X 
Borrowings X X X 
Collateralized Mortgage Obligations (“CMOs”) and 
Real Estate Mortgage Investment Conduits (“REMICs”) X X X 
Common and Preferred Stock X X X 
Cybersecurity Risk X X X 
Debt/Fixed Income Securities X X X 
Emerging Market Countries X X X 
Exchange Traded Funds (“ETFs”) X X X 
Exchange Traded Notes (“ETNs”) X X X 
Foreign Currency Transactions X X X 
Foreign Securities X X X 
Futures Contracts X X X 
Index Warrants X X X 
Inflation-Linked and Inflation-Indexed Securities X X X 
Initial Public Offerings (IPOs)    
Investments in Banks X X X 
Investment Companies X X X 
Loan Based Derivatives X X X 
Mortgage-Backed Securities X X X 
Options X X X 
Options on Foreign Currencies X X X 
Options on Indices X X X 
Over-The-Counter (“OTC”) Options X X X 
Private Investment in Public Equity (“PIPE”)    
Private Placements X X X 
REITs X X X 
Repurchase and Reverse Repurchase Agreements X X X 
Restricted and Illiquid Securities X X X 
Step-Coupon Securities X X X 
Structured Notes X X X 
Supranational Entities X X X 
Swaps—Interest Rate Swaps, Mortgage Swaps, 
Credit Swaps, Currency Swaps, Total Return Swaps, 
Options on Swaps and Interest Rate Caps, Floors and 
Collars, Inflation Indexed Swaps X X X 
Synthetic Securities X X X 
Temporary Investments X X X 
Trust Preferred Securities X X X 
U.S. Government Obligations X X X 
Variable and Floating Rate Instruments X X X 
Warrants  X X 
When-Issued Purchases, Delayed Delivery and Forward Commitments  X X X 
Zero-Coupon, Delayed Interest and Capital Appreciation Securities  X X 
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Penn Capital 
Managed 

Alpha SMID 
Cap Equity 

Fund 

Penn Capital 
Special 

Situations 
Small Cap 

Equity Fund 

Penn Capital 
Micro Cap 

Equity Fund 

Penn Capital 
Enterprise 

Value Small 
Cap  

Equity Fund 
Asset-Backed Securities     
Bank Loans, Loan Participations and Assignments     
Borrowings X X X X 
Collateralized Mortgage Obligations (“CMOs”) and 
Real Estate Mortgage Investment Conduits (“REMICs”)     
Common and Preferred Stock X X X X 
Cybersecurity Risk X X X X 
Debt/Fixed Income Securities     
Emerging Market Countries X X X X 
Exchange Traded Funds (“ETFs”) X X X X 
Exchange Traded Notes (“ETNs”)     
Foreign Currency Transactions X X X X 
Foreign Securities X X X X 
Futures Contracts X X X X 
Index Warrants X X X X 
Inflation-Linked and Inflation-Indexed Securities X X X X 
Initial Public Offerings (IPOs) X X X X 
Investments in Banks X X X X 
Investment Companies X X X X 
Loan Based Derivatives     
Mortgage-Backed Securities     
Options X X X X 
Options on Foreign Currencies     
Options on Indices X X X X 
Over-The-Counter (“OTC”) Options X X X X 
Private Investment in Public Equity (“PIPE”)   X X 
Private Placements X X X X 
REITs X X X X 
Repurchase and Reverse Repurchase Agreements X X X X 
Restricted and Illiquid Securities X X X X 
Step-Coupon Securities     
Structured Notes     
Supranational Entities X X X X 
Swaps—Interest Rate Swaps, Mortgage Swaps, 
Credit Swaps, Currency Swaps, Total Return Swaps, 
Options on Swaps and Interest Rate Caps, Floors and 
Collars, Inflation Indexed Swaps X X X X 
Synthetic Securities X X X X 
Temporary Investments X X X X 
Trust Preferred Securities     
U.S. Government Obligations X X X X 
Variable and Floating Rate Instruments     
Warrants X X X X 
When-Issued Purchases, Delayed Delivery and Forward 
Commitments   X X X X 
Zero-Coupon, Delayed Interest and Capital Appreciation 
Securities     
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Exclusion of Advisor from Commodity Pool Operator Definition 
 
With respect to each Fund, the Advisor has claimed an exclusion from the definition of “commodity pool operator” 
(“CPO”) under the Commodity Exchange Act (“CEA”) and the rules of the Commodity Futures Trading Commission 
(“CFTC”) and, therefore, is not subject to CFTC registration or regulation as a CPO. In addition, the Advisor is relying 
upon a related exclusion from the definition of “commodity trading advisor” (“CTA”) under the CEA and the rules of the 
CFTC. 
 
The terms of the CPO exclusion require each Fund, among other things, to adhere to certain limits on its investments in 
“commodity interests,” which include commodity futures, commodity options and swaps. Because the Advisor and the 
Funds intend to comply with the terms of the CPO exclusion, a Fund may, in the future, need to adjust its investment 
strategies, consistent with its investment objective, to limit its investments in these types of instruments. The Funds are not 
intended as vehicles for trading in the commodity futures, commodity options or swaps markets. The CFTC has neither 
reviewed nor approved the Advisor’s reliance on these exclusions, or the Funds, their investment strategies, the Prospectus 
or this SAI. 
 
Generally, the exclusion from CPO regulation on which the Advisor relies requires each Fund to meet one of the following 
tests for its commodity interest positions, other than positions entered into for bona fide hedging purposes (as defined in the 
rules of the CFTC): either (1) the aggregate initial margin and premiums required to establish the Fund’s positions in 
commodity interests may not exceed 5% of the liquidation value of the Fund’s portfolio (after taking into account 
unrealized profits and unrealized losses on any such positions); or (2) the aggregate net notional value of the Fund’s 
commodity interest positions, determined at the time the most recent such position was established, may not exceed 100% 
of the liquidation value of the Fund’s portfolio (after taking into account unrealized profits and unrealized losses on any 
such positions). In addition to meeting one of these trading limitations, the Funds may not be marketed as commodity pools 
or otherwise as vehicles for trading in the commodity futures, commodity options or swaps markets. If, in the future, a Fund 
can no longer satisfy these requirements, the Advisor would withdraw its notice claiming an exclusion from the definition 
of a CPO with respect to that Fund, and the Advisor would be subject to registration and regulation as a CPO with respect 
to the Fund, in accordance with CFTC rules that apply to CPOs of registered investment companies. Generally, these rules 
allow for substituted compliance with CFTC disclosure and shareholder reporting requirements, based on the Advisor’s 
compliance with comparable SEC requirements. However, as a result of CFTC regulation with respect to the Fund, the 
Fund may incur additional compliance and other expenses. 
 
Policy Regarding Fund Names  
 
Each Fund (except the Penn Capital Defensive Short Duration High Income Fund) has adopted a policy of investing at least 
80% of its net assets in the type of securities suggested by the Fund’s name. The term “net assets” means the Fund’s net 
assets, including any borrowings for investment purposes, consistent with SEC requirements.  Investments, such as 
derivative instruments, that provide exposure to the type of securities suggested by the Fund’s name may be used to satisfy 
the Fund’s 80% investment policy.  Investments in another investment company, including an ETF, will be considered to 
“provide exposure to” the type of securities suggested by the Fund’s name for purposes of this policy if the investment 
company has a policy of investing at least 80% of its assets in the type of securities suggested by the Fund’s name, or 
investments that provide exposure to the type of securities suggested by the Fund’s name. 
 
Asset-Backed Securities 
 
The Funds may purchase debt obligations known as “asset-backed securities.”  Asset-backed securities are securities that 
represent a participation in, or are secured by and payable from, a stream of payments generated by particular assets, most 
often a pool or pools of similar assets (e.g., receivables on home equity and credit loans and receivables regarding 
automobile, credit card, mobile home and recreational vehicle loans, wholesale dealer floor plans and leases). 
 
Such receivables are securitized in either a pass-through or a pay-through structure.  Pass-through securities provide 
investors with an income stream consisting of both principal and interest payments based on the receivables in the 
underlying pool.  Pay-through asset-backed securities are debt obligations issued usually by a special purpose entity, which 
are collateralized by the various receivables and in which the payments on the underlying receivables provide that the 
Funds pay the debt service on the debt obligations issued.  The Funds may invest in these and other types of asset-backed 
securities that may be developed in the future. 
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The credit quality of most asset-backed securities depends primarily on the credit quality of the assets underlying such 
securities, how well the entity issuing the security is insulated from the credit risk of the originator or any other affiliated 
entities, and the amount and quality of any credit support provided to the securities.  The rate of principal payment on asset-
backed securities generally depends on the rate of principal payments received on the underlying assets which in turn may 
be affected by a variety of economic and other factors.  As a result, the yield on any asset-backed security is difficult to 
predict with precision and actual yield to maturity may be more or less than the anticipated yield to maturity. Asset-backed 
securities may be classified as “pass-through certificates” or “collateralized obligations.” 
 
Asset-backed securities are often backed by a pool of assets representing the obligations of a number of different parties.  
To lessen the effect of failures by obligors on underlying assets to make payment, such securities may contain elements of 
credit support.  Such credit support falls into two categories: (i) liquidity protection; and (ii) protection against losses 
resulting from ultimate default by an obligor on the underlying assets.  Liquidity protection refers to the provision of 
advances, generally by the entity administering the pool of assets, to ensure that the receipt of payments due on the 
underlying pool is timely.  Protection against losses resulting from ultimate default enhances the likelihood of payments of 
the obligations on at least some of the assets in the pool.  Such protection may be provided through guarantees, insurance 
policies or letters of credit obtained by the issuer or sponsor from third parties, through various means of structuring the 
transaction or through a combination of such approaches. 
 
Due to the shorter maturity of the collateral backing such securities, there is less of a risk of substantial prepayment than 
with mortgage-backed securities.  Asset-backed securities do, however, involve certain risks not associated with mortgage-
backed securities, including the risk that security interests cannot be adequately, or in many cases, ever, established.  In 
addition, with respect to credit card receivables, a number of state and federal consumer credit laws give debtors the right to 
set off certain amounts owed on the credit cards, thereby reducing the outstanding balance.  In the case of automobile 
receivables, there is a risk that the holders may not have either a proper or first security interest in all of the obligations 
backing such receivables due to the large number of vehicles involved in a typical issuance and technical requirements 
under state laws.  Therefore, recoveries on repossessed collateral may not always be available to support payments on the 
securities. 
 
Examples of credit support arising out of the structure of the transaction include “senior-subordinated securities” (multiple 
class securities with one or more classes subordinate to other classes as to the payment of principal thereof and interest 
thereon, with the result that defaults on the underlying assets are borne first by the holders of the subordinated class), 
creation of “reserve funds” (where cash or investments, sometimes funded from a portion of the payments on the 
underlying assets, are held in reserve against future losses) and “over collateralization” (where the scheduled payments on, 
or the principal amount of, the underlying assets exceeds that required to make payments of the securities and pay any 
servicing or other fees).  The degree of credit support provided for each issue is generally based on historical credit 
information respecting the level of credit risk associated with the underlying assets.  Delinquencies or losses in excess of 
those anticipated could adversely affect the return on an investment in such issue. 
 
The Funds may also gain exposure to asset-backed securities through entering into credit default swaps or other derivative 
instruments related to asset-backed securities. For example, a Fund may enter into credit default swaps and can either gain 
synthetic risk exposure to a portfolio of such securities by “selling protection” or take a short position by “buying 
protection.” The protection buyer pays a monthly premium to the protection seller, and the seller agrees to cover any 
principal losses and interest shortfalls of the referenced underlying asset-backed securities. Credit default swaps and other 
derivative instruments related to asset-backed securities are subject to the risks associated with asset-backed securities 
generally, as well as the risks of derivative transactions. See the section “Swaps--Interest Rate Swaps, Mortgage Swaps, 
Credit Swaps, Currency Swaps, Total Return Swaps, Options on Swaps and Interest Rate Caps, Floors and Collars, 
Inflation Indexed Swaps” below. 
 
Bank Loans, Loan Participations and Assignments 
 
The Funds may invest in bank loans, which include both secured and unsecured loans made by banks and other financial 
institutions to corporate customers. Senior loans typically hold the most senior position in a borrower’s capital structure, 
may be secured by the borrower’s assets and have interest rates that reset frequently. The proceeds of senior loans primarily 
are used to finance leveraged buyouts, recapitalizations, mergers, acquisitions, stock repurchases, dividends, and, to a lesser 
extent, to finance internal growth and for other corporate purposes. These loans may not be rated investment grade by the 
rating agencies. Although secured loans are secured by collateral of the borrower, there is no assurance that the liquidation 
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of collateral from a secured loan would satisfy the borrower’s obligation, or that the collateral can be liquidated. Economic 
downturns generally lead to higher non-payment and default rates and a senior loan could lose a substantial portion of its 
value prior to a default. Some senior loans are subject to the risk that a court could subordinate such senior loans to 
presently existing or future indebtedness of the borrower or take other action detrimental to the holders of senior loans, 
including, in certain circumstances, invalidating such senior loans or causing interest previously paid to be refunded to the 
borrower. 
 
A Fund’s investments in loans are subject to credit risk. Indebtedness of borrowers whose creditworthiness is poor involves 
substantial risks, and may be highly speculative. The interest rates on many bank loans reset frequently, and thus bank loans 
are subject to interest rate risk. Most bank loans are not traded on any national securities exchange. Bank loans generally 
have less liquidity than investment grade bonds and there may be less public information available about them. 
 
Large loans to corporations or governments may be shared or syndicated among several lenders, usually (but often not 
limited to) banks. A Fund may participate in the primary syndicate for a loan and may purchase loans from other lenders 
(sometimes referred to as loan assignments), in either case becoming a direct lender. A Fund also may acquire a 
participation interest in another lender’s portion of the loan. Participation interests involve special types of risk, including 
liquidity risk and the risks of being a lender. When investing in a loan participation, a Fund typically will have the right to 
receive payments only from the lender to the extent the lender receives payments from the borrower, and not from the 
borrower itself. Likewise, a Fund typically will be able to enforce its rights only through the lender, and not directly against 
the borrower. As a result, a Fund will assume the credit risk of both the borrower and the lender that is selling the 
participation. 
 
Investments in loans through direct assignment of a financial institution’s interests with respect to a loan may involve 
additional risks to the Fund. For example, if the loan is foreclosed, a Fund could become part owner of any collateral, and 
would bear the costs and liabilities associated with owning and disposing of the collateral. In addition, it is possible that a 
Fund could be held liable as a co-lender. Loans and other debt instruments that are not in the form of securities may offer 
less legal protection to the Fund in certain circumstances. 
 
A loan is often administered by a bank or other financial institution that acts as agent for all holders. The agent administers 
the terms of the loan, as specified in the loan agreement. Unless the Fund has direct recourse against the borrower, under 
the terms of the loan or other indebtedness the Fund may have to rely on the agent to pursue appropriate credit remedies 
against a borrower. 
 
In addition to investing in senior secured loans, a Fund may invest in other loans, such as second lien loans and other 
secured loans, as well as unsecured loans. Second lien loans and other secured loans are subject to the same risks associated 
with investment in senior loans and lower-rated debt securities. However, such loans may rank lower in right of payment 
than senior secured loans, and are subject to additional risk that the cash flow of the borrower and any property securing the 
loan may be insufficient to meet scheduled payments after giving effect to the higher ranking secured obligations of the 
borrower. Second lien loans and other secured loans are expected to have greater price volatility than more senior loans and 
may be less liquid. There is also a possibility that originators will not be able to sell participations in lower-ranking loans, 
which would create greater credit risk exposure. Each of these risks may be increased in the case of unsecured loans, which 
are not backed by a security interest in any specific collateral. 
 
Loan interests may not be considered “securities,” and purchasers, such as the Funds, therefore may not be entitled to rely 
on the anti-fraud protections of the federal securities laws. 
 
Borrowings 
 
A Fund may borrow funds to meet redemptions, for other emergency purposes or to increase its portfolio holdings of 
securities, to the extent permitted by the 1940 Act.  Such borrowings may be on a secured or unsecured basis, and at fixed 
or variable rates of interest.  A Fund may borrow for such purposes an amount up to 33 1/3% of the value of its total assets 
(including the amount borrowed, but less all liabilities and indebtedness not represented by senior securities) from banks.  
The 1940 Act requires a Fund to maintain continuous asset coverage of not less than 300% with respect to all borrowings.  
If such asset coverage should decline to less than 300% due to market fluctuations or other reasons, a Fund may be required 
to dispose of some of its portfolio holdings within three days in order to reduce the Fund’s debt and restore the 300% asset 
coverage, even though it may be disadvantageous from an investment standpoint to dispose of assets at that time. 
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In addition to borrowings that are subject to 300% asset coverage and are considered by the SEC to be permitted “senior 
securities,” a Fund is also permitted under the 1940 Act to borrow for temporary purposes in an amount not exceeding 5% 
of the value of its total assets at the time when the loan is made.  A loan will be presumed to be for temporary purposes if it 
is repaid within 60 days and is not extended or renewed. 
 
Leveraging, by means of borrowing, may exaggerate the effect of any increase or decrease in the value of portfolio 
securities on a Fund’s net asset value per share (“NAV”), and money borrowed will be subject to interest and other costs 
(which may include commitment fees and/or the cost of maintaining minimum average balances), which may or may not 
exceed the income received from the investments purchased with borrowed funds. 
 
Collateralized Mortgage Obligations (“CMOs”) and Real Estate Mortgage Investment Conduits (“REMICs”) 
 
The Funds may invest in CMOs and REMICs.  A CMO is a debt security on which interest and prepaid principal are paid, 
in most cases, semi-annually.  CMOs may be collateralized by whole mortgage loans but are more typically collateralized 
by portfolios of mortgage pass-through securities guaranteed by GNMA, the Federal Home Loan Mortgage Company, or 
the Federal National Mortgage Association (“FNMA” or “Fannie Mae®”) and their income streams. Privately-issued CMOs 
tend to be more sensitive to interest rates than government-issued CMOs. 
 
CMOs are structured into multiple classes, each bearing a different stated maturity.  Actual maturity and average life will 
depend upon the prepayment experience of the collateral.  CMOs provide for a modified form of call protection through a 
de facto breakdown of the underlying pool of mortgages according to how quickly the loans are repaid.  Monthly payments 
of principal received from the pool of underlying mortgages, including prepayments, is first returned to investors holding 
the shortest maturity class.  The investors holding the longer maturity classes receive principal only after the first class has 
been retired.  An investor is partially guarded against a sooner than desired return of principal because of the sequential 
payments. 
 
In a typical CMO transaction, a corporation issues multiple series (e.g., A, B, C, Z) of CMO bonds (“Bonds”).  Proceeds of 
the Bond offering are used to purchase mortgages or mortgage pass-through certificates (“Collateral”).  The Collateral is 
pledged to a third-party trustee as security for the Bonds. Principal and interest payments from the Collateral are used to 
pay principal on the Bonds in a specified order (e.g., first A, then B, then C, then Z).  The A, B and C Bonds all bear 
current interest.  Interest on the Z Bond is accrued and added to principal and a like amount is paid as principal on the A, B, 
or C Bond currently being paid off.  When the A, B and C Bonds are paid in full, interest and principal on the Z Bond 
begins to be paid currently.  With some CMOs, the issuer serves as a conduit to allow loan originators (primarily builders 
or savings and loan associations) to borrow against their loan portfolios.  REMICs are private entities formed for the 
purpose of holding a fixed pool of mortgages secured by an interest in real property.  REMICs are similar to CMOs in that 
they issue multiple classes of securities. 
 
CMOs and REMICs issued by private entities are not government securities and are not directly guaranteed by any 
government agency.  They are secured by the underlying collateral of the private issuer.  Yields on privately issued CMOs, 
as described above, have been historically higher than yields on CMOs issued or guaranteed by U.S. government agencies. 
However, the risk of loss due to default on such instruments is higher because they are not guaranteed by the U.S. 
government.  Such instruments also tend to be more sensitive to interest rates than U.S. government-issued CMOs.  For 
federal income tax purposes, a Fund will be required to accrue income on regular interest in CMOs and REMICs using the 
“catch-up” method, with an aggregate prepayment assumption. 
 
Common and Preferred Stock 
 
Equity securities, such as common stocks, represent shares of ownership of a corporation.  Preferred stocks are equity 
securities that often pay dividends at a specific rate and have a preference over common stocks in dividend payments and 
the liquidation of assets.  Some preferred stocks may be convertible into common stock.  Convertible securities are 
securities (such as debt securities or preferred stock) that may be converted into or exchanged for a specified amount of 
common stock of the same or different issuer within a particular period of time at a specified price or formula. 
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Cybersecurity Risk 
 
The Funds, like all companies, may be susceptible to operational and information security risks. Cyber security failures or 
breaches of the Funds or their service providers or the issuers of securities in which the Funds invest have the ability to 
cause disruptions and impact business operations, potentially resulting in financial losses, the inability of Fund shareholders 
to transact business, violations of applicable privacy and other laws, regulatory fines, penalties, reputational damage, 
reimbursement or other compensation costs, and/or additional compliance costs.  The Funds and their shareholders could be 
negatively impacted as a result. 
 
Debt/Fixed Income Securities 
 
The Funds may invest in debt securities, including those convertible into common stocks. 
 
The Funds consider investment grade securities to be those rated BBB- or higher by Standard and Poor’s® Financial 
Services LLC, a subsidiary of the McGraw-Hill Companies, Inc. (“S&P®”), or Baa or higher by Moody’s Investors 
Service©, Inc. (“Moody’s”), or an equivalent rating by Fitch, Inc.© (“Fitch”), or determined to be of comparable quality by 
the Advisor if the security is unrated.  Bonds in the lowest investment grade category (BBB- by S&P® or Baa by Moody’s) 
have speculative characteristics, and changes in the economy or other circumstances are more likely to lead to a weakened 
capacity of the bonds to make principal and interest payments than would occur with bonds rated in higher categories. 
 
The Funds may invest in high-yield debt securities or “junk bonds,” which are securities rated BB+ or below by S&P® or 
Ba or below by Moody’s (“lower-rated securities”).  Lower-rated securities are considered to be of poor standing and 
predominantly speculative and are subject to a substantial degree of credit risk.  Lower-rated securities may be issued as a 
consequence of corporate restructurings, such as leveraged buy-outs, mergers, acquisitions, debt recapitalizations or similar 
events.  Also, lower-rated securities are often issued by smaller, less creditworthy companies or by highly leveraged 
(indebted) firms, which are generally less able than more financially stable firms to make scheduled payments of interest 
and principal.  The risks posed by securities issued under such circumstances are substantial. 
 
The higher yields from lower-rated securities may compensate for the higher default rates on such securities.  However, 
there can be no assurance that higher yields will offset default rates on lower-rated securities in the future.  Issuers of these 
securities are often highly leveraged, so their ability to service their debt obligations during an economic downturn or 
during sustained periods of rising interest rates may be impaired.  In addition, such issuers may not have more traditional 
methods of financing available to them and may be unable to repay their debt at maturity by refinancing.  The risk of loss 
due to default by the issuer is significantly greater for the holders of lower-rated securities because such securities may be 
unsecured and may be subordinated to other creditors of the issuer.  Further, an economic recession may result in default 
levels with respect to such securities in excess of historic averages. 
 
The value of lower-rated securities will be influenced not only by changing interest rates, but also by the market’s 
perception of credit quality and the outlook for economic growth.  When economic conditions appear to be deteriorating, 
lower-rated securities may decline in market value due to investors’ heightened concern over credit quality, regardless of 
prevailing interest rates. 
 
Especially during times of deteriorating economic conditions, trading in the secondary market for lower-rated securities 
may become thin and market liquidity may be significantly reduced.  Even under normal conditions, the market for lower-
rated securities may be less liquid than the market for investment grade debt securities.  There are fewer securities dealers 
in the high yield market and purchasers of lower-rated securities are concentrated among a smaller group of securities 
dealers and institutional investors.  In periods of reduced market liquidity, lower-rated securities’ prices may become more 
volatile and a Fund’s ability to dispose of particular issues when necessary to meet that Fund’s liquidity needs or in 
response to a specific economic event such as a deterioration in the creditworthiness of the issuer may be adversely 
affected. 
 
The ratings of S&P®, Moody’s and other nationally recognized statistical rating organizations (“NRSROs”) represent the 
opinions of those rating agencies as to the quality of debt securities.  It should be emphasized, however, that ratings are 
general and are not absolute standards of quality, and debt securities with the same maturity, interest rate and rating may 
have different yields, while debt securities of the same maturity and interest rate with different ratings may have the same 
yield. 
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The payment of principal and interest on most debt securities will depend upon the ability of the issuers to meet their 
obligations. An issuer’s obligations in connection with its debt securities are subject to the provisions of bankruptcy, 
insolvency and other laws affecting the rights and remedies of creditors, such as the Federal Bankruptcy Code, and laws, if 
any, which may be enacted by federal or state legislatures extending the time for payment of principal or interest, or both, 
or imposing other constraints upon enforcement of such obligations.  The power or ability of an issuer to meet its 
obligations for the payment of interest on, and principal of, its debt securities may be materially adversely affected by 
litigation or other conditions. 
 
Subsequent to its purchase by a Fund, a rated security may cease to be rated or its rating may be reduced below the 
minimum rating required for purchase by the Fund.  The Advisor will consider such an event in determining whether the 
Fund involved should continue to hold the security.  For a more detailed description of the ratings of debt securities, see 
Appendix A to this SAI. 
 
Emerging Market Countries 
 
The Funds may invest in emerging market countries or developing countries as defined by the World Bank, International 
Financial Corporation or any country included in an “emerging markets” index. 
 
Investments in companies domiciled or with significant operations in developing market or emerging market countries may 
be subject to potentially higher risks than investments in developed countries. These risks include, among others (i) less 
social, political and economic stability; (ii) smaller securities markets with low or nonexistent trading volume, which result 
in greater illiquidity and greater price volatility; (iii) certain national policies which may restrict a Fund’s investment 
opportunities, including restrictions on investment in issuers or industries deemed sensitive to national interests; (iv) foreign 
taxation, including less transparent and established taxation policies; (v) less developed regulatory or legal structures 
governing private or foreign investment or allowing for judicial redress for injury to private property; (vi) the absence, until 
recently in many developing market countries, of a capital market structure or market-oriented economy; (vii) more 
widespread corruption and fraud; (viii) the financial institutions with which a Fund may trade may not possess the same 
degree of financial sophistication, creditworthiness or resources as those in developed markets; and (ix) the possibility that 
recent favorable economic developments in some developing market countries may be slowed or reversed by unanticipated 
economic, political or social events in such countries. 
 
Due to political, military or regional conflicts or due to terrorism or war, it is possible that the United States, other nations 
or other governmental entities (including supranational entities) could impose sanctions on certain issuers that limit or 
restrict foreign investment, the movement of assets or other economic activity in a country that is involved in such 
conflicts. Such sanctions or other intergovernmental actions could result in the devaluation of a country’s currency, a 
downgrade in the credit ratings of issuers in such country, or a decline in the value and liquidity of securities of issuers in 
that country. In addition, an imposition of sanctions upon certain issuers in a country could result in an immediate freeze of 
that issuer’s securities, impairing the ability of a Fund to buy, sell, receive or deliver those securities. Counter measures 
could be taken by the country’s government, which could involve the seizure of a Fund’s assets. In addition, such actions 
could adversely affect a country’s economy, possibly forcing the economy into a recession. 
 
In addition, many developing market countries have experienced substantial, and during some periods, extremely high rates 
of inflation, for many years. Inflation and rapid fluctuations in inflation rates have had, and may continue to have, negative 
effects on the economies and securities markets of certain countries. Moreover, the economies of some developing market 
countries may differ unfavorably from the U.S. economy in such respects as growth of gross domestic product, rate of 
inflation, currency depreciation, debt burden, capital reinvestment, resource self-sufficiency and balance of payments 
position. The economies of some developing market countries may be based on only a few industries, and may be highly 
vulnerable to changes in local or global trade conditions. 
 
Settlement systems in developing market countries may be less organized than in developed countries. Supervisory 
authorities may also be unable to apply standards which are comparable with those in more developed countries. There may 
be risks that settlement may be delayed and that cash or securities belonging to a Fund may be in jeopardy because of 
failures of or defects in the settlement systems. Market practice may require that payment be made prior to receipt of the 
security which is being purchased or that delivery of a security must be made before payment is received. In such cases, 
default by a broker or bank (the “counterparty”) through whom the relevant transaction is effected might result in a loss 
being suffered by a Fund. Each Fund seeks, where possible, to use counterparties whose financial status reduces this risk. 
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However, there can be no certainty that a Fund will be successful in eliminating or reducing this risk, particularly as 
counterparties operating in developing market countries frequently lack the substance, capitalization and/or financial 
resources of those in developed countries. Uncertainties in the operation of settlement systems in individual markets may 
increase the risk of competing claims to securities held by or to be transferred to a Fund. Legal compensation schemes may 
be non-existent, limited or inadequate to meet a Fund’s claims in any of these events. 
 
Securities trading in developing markets presents additional credit and financial risks. A Fund may have limited access to, 
or there may be a limited number of, potential counterparties that trade in the securities of developing market issuers. 
Governmental regulations may restrict potential counterparties to certain financial institutions located or operating in the 
particular developing market. Potential counterparties may not possess, adopt or implement creditworthiness standards, 
financial reporting standards or legal and contractual protections similar to those in developed markets. Currency and other 
hedging techniques may not be available or may be limited. 
 
The local taxation of income and capital gains accruing to non-residents varies among developing market countries and 
may be comparatively high. Developing market countries typically have less well-defined tax laws and procedures and such 
laws may permit retroactive taxation so that a Fund could in the future become subject to local tax liabilities that had not 
been anticipated in conducting its investment activities or valuing its assets. 
 
Many developing market countries suffer from uncertainty and corruption in their legal frameworks. Legislation may be 
difficult to interpret and laws may be too new to provide any precedential value. Laws regarding foreign investment and 
private property may be weak or non-existent. Investments in developing market countries may involve risks of 
nationalization, expropriation and confiscatory taxation. For example, the Communist governments of a number of Eastern 
European countries expropriated large amounts of private property in the past, in many cases without adequate 
compensation, and there can be no assurance that similar expropriation will not occur in the future. In the event of 
expropriation, a Fund could lose all or a substantial portion of any investments it has made in the affected countries. 
Accounting, auditing and reporting standards in certain countries in which a Fund may invest may not provide the same 
degree of investor protection or information to investors as would generally apply in major securities markets. In addition, 
it is possible that purported securities in which a Fund invested may subsequently be found to be fraudulent and as a 
consequence a Fund could suffer losses. 
 
Finally, currencies of developing market countries are subject to significantly greater risks than currencies of developed 
countries. Some developing market currencies may not be internationally traded or may be subject to strict controls by local 
governments, resulting in undervalued or overvalued currencies and associated difficulties with the valuation of assets, 
including a Fund’s securities, denominated in that currency. Some developing market countries have experienced balance 
of payment deficits and shortages in foreign exchange reserves. Governments have responded by restricting currency 
conversions. Future restrictive exchange controls could prevent or restrict a company’s ability to make dividend or interest 
payments in the original currency of the obligation (usually U.S. dollars). In addition, even though the currencies of some 
developing market countries, such as certain Eastern European countries, may be convertible into U.S. dollars, the 
conversion rates may be artificial to the actual market values and may be adverse to a Fund’s shareholders. 
 
Exchange-Traded Funds (“ETFs”) 
 
The Funds may invest in shares of ETFs. An ETF is an investment company and typically is registered under the 1940 Act.  
Some ETFs are unregistered investment companies that invest directly in securities, commodities or other assets (such as 
precious metals).  Most ETFs hold a portfolio of investments designed to track the performance of a particular index; 
however, certain ETFs utilize active management of their investment portfolios.  An ETF sells and redeems its shares at 
NAV in large blocks (typically 50,000 of its shares or more) called “creation units.” Shares representing fractional interests 
in these creation units are listed for trading on one or more national securities exchanges and can be purchased and sold in 
the secondary market in lots of any size at any time during the trading day. Trading of ETFs may be halted by the activation 
of individual or marketwide trading halts, or if the ETFs are delisted from an exchange.  In addition, because ETFs are 
listed on national stock exchanges and are traded like stocks listed on an exchange, (1) a Fund may acquire ETF shares at a 
discount or premium to their NAV and (2) ETFs are subject to brokerage and other trading costs, which could result in 
greater expenses to a Fund. 
 



 

12 
 

Investments in an ETF involve certain risks generally associated with investments in a broadly based portfolio of securities, 
including risks that the general level of stock prices may decline, thereby adversely affecting the value of each unit of the 
ETF or other instrument. In addition, an ETF may not fully replicate the performance of its benchmark index because of the 
temporary unavailability of certain investments in the secondary market or discrepancies between the ETF and the index 
with respect to the weighting or number of investments held. ETFs that invest in other assets, such as commodities, are 
subject to the risks associated with directly investing in those assets. 
 

Because ETFs and pools that issue similar instruments bear various fees and expenses, a Fund’s investment in these 
instruments will involve certain indirect costs, as well as transaction costs, such as brokerage commissions. The Advisor 
may consider the expenses associated with an investment in determining whether to invest in an ETF. See the section 
“Investment Companies” below for information about investments in investment companies generally. 
 

Exchange-Traded Notes (“ETNs”) 
 

The Funds may invest in ETNs.  ETNs are debt securities that are traded on an exchange (e.g., the New York Stock 
Exchange) whose returns are linked to the performance of a particular market benchmark or strategy.  If a Fund holds an 
ETN to maturity, the issuer of the ETN will pay the Fund a cash amount that is linked to the performance of the 
corresponding index during the period beginning on the inception date and ending at maturity, less investor fees.  ETNs 
generally do not make periodic coupon payments or provide principal protection.  An ETN that is tied to a specific 
benchmark or strategy may not produce returns that replicate exactly the performance of its corresponding benchmark or 
strategy. 
 

ETNs are subject to credit risk, including the credit risk of the issuer.  The value of an ETN may drop due to a downgrade 
in the issuer’s credit rating, even when the underlying benchmark or strategy remains unchanged.  An ETN may trade at a 
premium or discount to its benchmark or strategy.  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 assets, changes in the applicable interest rates, 
changes in the issuer’s credit rating, and economic, legal, political, or geographic events that affect the referenced 
underlying assets. When a Fund invests in ETNs, it will bear its proportionate share of any fees and expenses borne by the 
ETN. A decision by the Fund to sell ETN holdings may be limited by the availability of a secondary market.  Some ETNs 
that use leverage may be relatively illiquid at times and, as a result, may be difficult to purchase or sell at a fair price.  
Leveraged ETNs are subject to the same risk as other instruments that use leverage. 
 

Foreign Currency Transactions 
 

Although the Funds value their assets daily in U.S. dollars, they are not required to exchange their holdings of foreign 
currencies to U.S. dollars on a daily basis.  A Fund’s foreign currencies generally will be held as “foreign currency call 
accounts” at foreign branches of foreign or domestic banks.  These accounts bear interest at negotiated rates and are 
payable upon relatively short demand periods.  If a bank at which a Fund maintains such an account becomes insolvent, the 
Fund could suffer a loss of some or all of the amounts deposited.  A Fund may exchange foreign currency to U.S. dollars 
from time to time.  Although foreign exchange dealers generally do not charge a stated commission or fee for conversion, 
the prices posted generally include a “spread,” which is the difference between the prices at which the dealers are buying 
and selling foreign currencies. 
 

The Funds may enter into forward currency contracts. A forward currency contract is an obligation to purchase or sell a 
specific non-U.S. currency in exchange for another currency, which may be U.S. dollars, at an agreed exchange rate (price) 
at a future date.  Forward currency contracts are typically individually negotiated and privately traded by currency traders 
and their customers in the interbank market. 
 

To the extent required under the 1940 Act or SEC interpretations thereof, when a Fund enters into forward contracts or 
currency futures, the Advisor will determine that Fund holdings it believes to be liquid exist in sufficient quantity to at least 
equal the amounts required for segregation in accordance with pertinent positions of the SEC. (Any such assets and 
securities identified as segregated on a Fund’s records, or by the custodian on its records, are referred to in this SAI as 
“Segregated Assets.”) 
 

Certain transactions involving forward currency contracts may serve as long hedges (for example, if a Fund seeks to buy a 
security denominated in a foreign currency, it may purchase a forward currency contract to lock in the U.S. dollar price of 
the security) or as short hedges (if a Fund anticipates selling a security denominated in a foreign currency, it may sell a 
forward currency contract to lock in the U.S. dollar equivalent of the anticipated sales proceeds). 
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A Fund may seek to hedge against changes in the value of a particular currency by using forward contracts on another 
foreign currency or a basket of currencies, the value of which the Advisor believes will have a positive correlation to the 
values of the currency being hedged.  In addition, each Fund may use forward currency contracts to shift exposure to 
foreign currency fluctuations from one country to another.  For example, if a Fund owns securities denominated in a foreign 
currency and the Advisor believes that currency will decline relative to another currency, it might enter into a forward 
contract to sell an appropriate amount of the first foreign currency, with payment to be made in the second currency.  
Transactions that use two foreign currencies are sometimes referred to as “cross hedges.”  Use of different foreign currency 
magnifies the risk that movements in the price of the instrument will not correlate or will correlate unfavorably with the 
foreign currency being hedged. 
 
The cost to a Fund of engaging in forward currency contracts or currency futures contracts varies with factors such as the 
interest rate environments in the relevant countries, the currencies involved, the length of the contract period and the market 
conditions then prevailing.  Because forward currency contracts are usually entered into on a principal basis, no fees or 
commissions are involved.  When a Fund enters into a forward currency contract, it relies on the counterparty to make or 
take delivery of the underlying currency at the maturity of the contract.  Failure by the counterparty to do so would result in 
the loss of any expected benefit of the transaction. 
 
As is the case with futures contracts, holders and writers of forward currency contracts can enter into offsetting closing 
transactions, similar to closing transactions on futures, by selling or purchasing, respectively, an instrument identical to the 
instrument held or written.  Secondary markets generally do not yet exist for forward currency contracts, with the result that 
closing transactions generally can be made for forward currency contacts only by negotiating directly with the counterparty.  
Thus, there can be no assurance that a Fund will in fact be able to close out a forward currency contract at a favorable price.  
In addition, in the event of insolvency of the counterparty, a Fund might be unable to close out a forward currency contract. 
 
The successful use of forward currency contracts will usually depend on Advisor’s ability to accurately forecast currency 
exchange rate movements. Should exchange rates move in an unexpected manner, a Fund may not achieve the anticipated 
benefits of the transaction, or it may realize losses. In addition, these techniques could result in a loss if the counterparty to 
the transaction does not perform as promised, including because of the counterparty’s bankruptcy or insolvency. Investors 
should bear in mind that a Fund is not obligated to actively engage in hedging or other currency transactions. For example, 
a Fund may not have attempted to hedge its exposure to a particular foreign currency at a time when doing so might have 
avoided a loss. 
 
Forward currency contracts may limit potential gain from a positive change in the relationship between the U.S. dollar and 
foreign currencies. Unanticipated changes in currency prices may result in poorer overall performance for a Fund than if it 
had not engaged in such contracts. Moreover, there may be an imperfect correlation between a Fund’s portfolio holdings of 
securities denominated in a particular currency and the currencies bought or sold in the forward contracts entered into by 
the Fund. This imperfect correlation may cause the Fund to sustain losses that will prevent the Fund from achieving a 
complete hedge or expose the Fund to risk of foreign exchange loss. 
 
Foreign Securities 
 
Each Fund’s investments in the securities of foreign issuers may include both securities of foreign corporations and 
securities of foreign governments and their political subdivisions. 
 
The Funds may invest in foreign securities directly, or through depositary receipts, such as American Depositary Receipts 
(“ADRs”) or Global Depositary Receipts (“GDRs”).  Depositary receipts are typically issued by a U.S. or foreign bank or 
trust company and evidence ownership of underlying securities issued by a foreign corporation. 
 
There are substantial risks associated with investing in the securities of governments and companies located in, or having 
substantial operations in, foreign countries, which are in addition to the usual risks inherent in domestic investments. The 
value of foreign securities (like U.S. securities) is affected by general economic conditions and individual issuer and 
industry earnings prospects. Investments in depositary receipts also involve some or all of the risks described below. 
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There is the possibility of cessation of trading on foreign exchanges, expropriation, nationalization of assets, confiscatory or 
punitive taxation, withholding and other foreign taxes on income or other amounts, foreign exchange controls (which may 
include suspension of the ability to transfer currency from a given country), restrictions on removal of assets, political or 
social instability, military action or unrest, or diplomatic developments, including sanctions imposed by other countries or 
governmental entities, that could affect investments in securities of issuers in foreign nations. There is no assurance that the 
Advisor will be able to anticipate these potential events. In addition, the value of securities denominated in foreign 
currencies and of dividends and interest paid with respect to such securities will fluctuate based on the relative strength of 
the U.S. dollar. 
 
There may be less publicly available information about foreign issuers comparable to the reports and ratings published 
about issuers in the U.S. Foreign issuers generally are not subject to uniform accounting or financial reporting standards. 
Auditing practices and requirements may not be comparable to those applicable to U.S. issuers. Certain countries’ legal 
institutions, financial markets and services are less developed than those in the U.S. or other major economies. A Fund may 
have greater difficulty voting proxies, exercising shareholder rights, securing dividends and obtaining information 
regarding corporate actions on a timely basis, pursuing legal remedies, and obtaining judgments with respect to foreign 
investments in foreign courts than with respect to domestic issuers in U.S. courts. The costs associated with foreign 
investments, including withholding taxes, brokerage commissions, and custodial costs, are generally higher than with U.S. 
investments. 
 
Certain countries require governmental approval prior to investments by foreign persons, or limit the amount of investment 
by foreign persons in a particular company. Some countries limit the investment of foreign persons to only a specific class 
of securities of an issuer that may have less advantageous terms than securities of the issuer available for purchase by 
nationals. Although securities subject to such restrictions may be marketable abroad, they may be less liquid than foreign 
securities of the same class that are not subject to such restrictions. In some countries the repatriation of investment income, 
capital and proceeds of sales by foreign investors may require governmental registration and/or approval. A Fund could be 
adversely affected by delays in or a refusal to grant any required governmental registration or approval for repatriation. 
 
From time to time, trading in a foreign market may be interrupted. Foreign markets also have substantially less volume than 
the U.S. markets and securities of some foreign issuers are less liquid and more volatile than securities of comparable U.S. 
issuers. A Fund, therefore, may encounter difficulty in obtaining market quotations for purposes of valuing its portfolio and 
calculating its NAV. 
 
In many foreign countries there is less government supervision and regulation of stock exchanges, brokers, and listed 
companies than in the U.S., which may result in greater potential for fraud or market manipulation. Foreign over-the-
counter markets tend to be less regulated than foreign stock exchange markets and, in certain countries, may be totally 
unregulated. Brokerage commission rates in foreign countries, which generally are fixed rather than subject to negotiation 
as in the U.S., are likely to be higher. Foreign security trading, settlement and custodial practices (including those involving 
securities settlement where assets may be released prior to receipt of payment) are often less developed than those in U.S. 
markets, may be cumbersome and may result in increased risk or substantial delays. This could occur in the event of a 
failed trade or the insolvency of, or breach of duty by, a foreign broker-dealer, securities depository, or foreign 
subcustodian. 
 
To the extent that a Fund invests a significant portion of its assets in a specific geographic region or country, the Fund will 
have more exposure to economic risks related to such region or country than a fund whose investments are more 
geographically diversified. Adverse conditions or changes in policies in a certain region or country can affect securities of 
other countries whose economies appear to be unrelated but are otherwise connected. In the event of economic or political 
turmoil, a deterioration of diplomatic relations or a natural or man-made disaster in a region or country where a substantial 
portion of a Fund’s assets are invested, the Fund may have difficulty meeting a large number of shareholder redemption 
requests. The holding of foreign securities may be limited by a Fund to avoid investment in certain Passive Foreign 
Investment Companies (“PFICs”) and the imposition of a PFIC tax on the Fund resulting from such investments. 
 
Foreign Currency Exchange Rates 
 
Changes in foreign currency exchange rates will affect the U.S. dollar market value of securities denominated in such 
foreign currencies and any income received or expenses paid by a Fund in that foreign currency. This may affect a Fund’s 
share price, income and distributions to shareholders. Some countries may have fixed or managed currencies that are not 
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free-floating against the U.S. dollar. It will be more difficult for the Advisor to value securities denominated in currencies 
that are fixed or managed. Certain currencies may not be internationally traded, which could cause illiquidity with respect 
to a Fund’s investments in that currency and any securities denominated in that currency. Currency markets generally are 
not as regulated as securities markets. Each Fund endeavors to buy and sell foreign currencies on as favorable a basis as 
practicable. Some price spread in currency exchanges (to cover service charges) may be incurred, particularly when a Fund 
changes investments from one country to another or when proceeds of the sale of securities in U.S. dollars are used for the 
purchase of securities denominated in foreign currencies. Some countries may adopt policies that would prevent a Fund 
from transferring cash out of the country or withhold portions of interest and dividends at the source. 
 
Certain currencies have experienced a steady devaluation relative to the U.S. dollar. Any devaluations in the currencies in 
which a Fund’s portfolio securities are denominated may have a detrimental impact on the Fund. Where the exchange rate 
for a currency declines materially after a Fund’s income has been accrued and translated into U.S. dollars, the Fund may 
need to redeem portfolio securities to make required distributions. Similarly, if an exchange rate declines between the time 
a Fund incurs expenses in U.S. dollars and the time such expenses are paid, the Fund will have to exchange a greater 
amount of the currency into U.S. dollars in order to pay the expenses. 
 
Investing in foreign currencies for purposes of gaining from projected changes in exchange rates further increases a Fund’s 
exposure to foreign securities losses. 
 
Futures Contracts 
 
The Funds may purchase or sell futures contracts traded on domestic and foreign exchanges, including those based on 
particular interest rates, securities, foreign currencies, securities indices and other financial instruments and indices.  The 
Funds may also purchase and write call and put options on such futures contracts, in order to seek to increase total return or 
to hedge against changes in interest rates, securities prices, or currency exchange rates, or, to the extent permitted by its 
investment policies, to otherwise manage its portfolio of investments.  The Funds may purchase or sell currency futures 
contracts.  Generally, a futures contract is a standard binding agreement to buy or sell a specified quantity of an underlying 
reference instrument, such as a specific security, currency or commodity, at a specified price at a specified later date.  
Although some futures contracts by their terms require the actual delivery or acquisition of the underlying instrument or 
asset, some require cash settlement.  In most cases the contractual obligation under a futures contract may be offset, or 
“closed out,” before the settlement date so that the parties do not have to make or take delivery. 
 
A Fund has the ability to buy and sell stock index futures contracts.  A stock index futures contract is an agreement between 
two parties to take or make delivery of an amount of cash equal to a specified dollar amount, times the difference between 
the stock index value at the close of the last trading day of the contract and the price at which the futures contract is 
originally struck.  A stock index futures contract does not involve the physical delivery of the underlying stocks in the 
index.  Although stock index futures contracts call for the actual taking or delivery of cash, in most cases a Fund expects to 
liquidate its stock index futures positions through offsetting transactions, which may result in a gain or a loss, before cash 
settlement is required. 
 
Futures contracts in the U.S. have been designed by exchanges that have been designated “contract markets” by the CFTC 
and must be executed through a futures commission merchant (“FCM”), which is a brokerage firm that is a member of the 
relevant contract market. Futures contracts may also be entered into on certain exempt markets, including exempt boards of 
trade and electronic trading facilities, available to certain market participants. 
 
A Fund will incur brokerage fees when it purchases and/or sells futures contracts, and at the time a Fund purchases or sells 
a futures contract, it must make a good faith deposit known as the “initial margin.”  Thereafter, a Fund may need to make 
subsequent deposits, known as “variation margin,” to reflect changes in the marked-to-market value of the futures contract. 
 
To the extent a Fund enters into a futures contract, it will maintain Segregated Assets in accordance with pertinent SEC 
positions. 
 
Futures are derivative instruments that are subject to a number of risks.  Purchases and sales of stock index futures contracts 
may not completely offset a decline or rise in the value of a Fund’s investments during certain market conditions.  In the 
futures markets, it may not always be possible to execute a buy or sell order at the desired price, or to close out an open 
position due to market conditions, limits on open positions and/or daily price fluctuations.  Changes in the market value of a 
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Fund’s investment securities may differ substantially from the changes anticipated by a Fund when it established its hedged 
positions, and unanticipated price movements in a futures contract may result in a loss substantially greater than such 
Fund’s initial investment in such a contract. 
 
There is a risk of loss by a Fund of the initial and variation margin deposits in the event of bankruptcy of the FCM with 
which the Fund has an open position in a futures contract. The assets of a Fund may not be fully protected in the event of 
the bankruptcy of the FCM or central counterparty because the Fund might be limited to recovering only a pro rata share of 
all available funds and margin segregated on behalf of an FCM’s customers. If an FCM does not provide accurate 
reporting, a Fund is also subject to the risk that the FCM could use the Fund’s assets, which are held in an omnibus account 
with assets belonging to the FCM’s other customers, to satisfy its own financial obligations or the payment obligations of 
another customer to the central counterparty. 
 
There is no assurance that an active market will exist for any particular contract or at any particular time. An active market 
makes it more likely that futures contracts will be liquid and bought and sold at competitive market prices. In addition, 
many of the futures contracts available may be relatively new instruments without a significant trading history. As a result, 
there can be no assurance that an active market will develop or continue to exist. 
 
Successful use of futures contracts depends upon the Advisor’s ability to correctly predict movements in the securities 
markets generally or of a particular segment of a securities market.  No assurance can be given that the Advisor’s judgment 
in this respect will be correct. 
 
The CFTC and the various exchanges have established limits, referred to as “speculative position limits,” on the maximum 
net long or net short position that any person may hold or control in a particular futures contract.  Trading limits are 
imposed on the number of contracts that any person may trade on a particular trading day.  An exchange may order the 
liquidation of positions found to be in violation of these limits and it may impose sanctions or restrictions. Futures 
exchanges may also limit the amount of fluctuation permitted in certain futures contract prices during a single trading day. 
This daily limit establishes the maximum amount that the price of a futures contract may vary either up or down from the 
previous day’s settlement price. Once the daily limit has been reached in a futures contract subject to the limit, no more 
trades may be made on that day at a price beyond that limit. The daily limit governs only price movements during a 
particular trading day and does not limit potential losses because the limit may prevent the liquidation of unfavorable 
positions. 
 
Participation in foreign futures and foreign options transactions involves the execution and clearing of trades on or subject 
to the rules of a foreign board of trade.  Neither the National Futures Association nor any domestic exchange regulates 
activities of any foreign boards of trade, including the execution, delivery and clearing of transactions, or has the power to 
compel enforcement of the rules of a foreign board of trade or any applicable foreign law.  This is true even if the exchange 
is formally linked to a domestic market so that a position taken on the market may be liquidated by a transaction on another 
market.  Moreover, such laws or regulations will vary depending on the foreign country in which the foreign futures or 
foreign options transaction occurs.  Futures contracts that are traded on non-U.S. exchanges may not be as liquid as those 
purchased on CFTC-designated contract markets. 
 
Customers who trade foreign futures of foreign options contracts may not be afforded certain of the protective measures 
provided by the CEA, the CFTC’s regulations and the rules of the National Futures Association and any domestic 
exchange, including the right to use reparations proceedings before the CFTC and arbitration proceedings provided by the 
National Futures Association or any domestic futures exchange.  In particular, a Fund’s investments in foreign futures or 
foreign options transactions may not be provided the same protections in respect of transactions on U.S. futures exchanges.  
In addition, the price of any foreign futures or foreign options contract and, therefore the potential profit and loss thereon 
may be affected by any variance in the foreign exchange rate between the time an order is placed and the time it is 
liquidated, offset or exercised. 
 
Index Warrants 
 
The Funds may purchase put warrants and call warrants whose values vary depending on the change in the value of one or 
more specified indices (“index warrants”). Index warrants are generally issued by banks or other financial institutions and 
give the holder the right, at any time during the term of the warrant, to receive upon exercise of the warrant a cash payment 
from the issuer based on the value of the underlying index at the time of exercise. In general, if the value of the underlying 
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index rises above the exercise price of the index warrant, the holder of a call warrant will be entitled to receive a cash 
payment from the issuer upon exercise based on the difference between the value of the index and the exercise price of the 
warrant; if the value of the underlying index falls, the holder of a put warrant will be entitled to receive a cash payment 
from the issuer upon exercise based on the difference between the exercise price of the warrant and the value of the index. 
The holder of a warrant would not be entitled to any payments from the issuer at a time when, in the case of a call warrant, 
the exercise price is more than the value of the underlying index, or in the case of a put warrant, the exercise price is less 
than the value of the underlying index. If a Fund were not to exercise an index warrant prior to its expiration, a Fund would 
lose the amount of the purchase price it paid for the warrant. A Fund will normally use index warrants in a manner similar 
to its use of options on indices. 
 
Inflation-Linked and Inflation-Indexed Securities 
 
The Funds may invest in inflation-linked bonds. The principal amount of these bonds increases with increases in the price 
index used as a reference value for the bonds. In addition, the amounts payable as coupon interest payments increase when 
the price index increases because the interest amount is calculated by multiplying the principal amount (as adjusted) by a 
fixed coupon rate. 
 
Although inflation-indexed securities protect their holders from long-term inflationary trends, short-term increases in 
inflation may result in a decline in value. The values of inflation-linked securities generally fluctuate in response to changes 
to real interest rates, which are in turn tied to the relationship between nominal interest rates and the rate of inflation. If 
inflation were to rise at a rate faster than nominal interest rates, real interest rates might decline, leading to an increase in 
value of the inflation-linked securities. In contrast, if nominal interest rates increased at a faster rate than inflation, real 
interest rates might rise, leading to a decrease in the value of inflation-linked securities. If inflation is lower than expected 
during a period a Fund holds inflation-linked securities, a Fund may earn less on such bonds than on a conventional bond. 
If interest rates rise due to reasons other than inflation (for example, due to changes in currency exchange rates), investors 
in inflation-linked securities may not be protected to the extent that the increase is not reflected in the price index used as a 
reference for the securities. There can be no assurance that the price index used for an inflation-linked security will 
accurately measure the real rate of inflation in the prices of goods and services. Inflation-linked and inflation-indexed 
securities include Treasury Inflation-Protected Securities issued by the U.S. government (see the section “U.S. Government 
Obligations” below for additional information), but also may include securities issued by state, local and non-U.S. 
governments and corporations and supranational entities. 
 
Initial Public Offerings (IPOs) 
 
A Fund may purchase initial public offerings (IPOs) in accordance with its investment strategies. IPO shares frequently are 
volatile in price, and may be held for only a short period of time, leading to increased portfolio turnover and expenses, such 
as commissions and transaction costs. When sold, IPO shares may result in realized taxable gains. In addition, the market 
for IPO shares can be speculative and/or inactive for extended periods of time. Limited trading in some IPOs may make it 
more difficult to buy or sell significant amounts of shares without an unfavorable impact on prevailing prices. Holders of 
IPO shares also may be affected by: substantial dilution in the value of their shares, sales of additional shares, and 
concentration of control in existing management and principal shareholders. In addition, some companies in IPOs may have 
limited operating histories, may be undercapitalized, and may not have invested in or experienced a full market cycle. 
 
Investments in Banks 
 
The Funds may invest in certificates of deposit (certificates representing the obligation of a bank to repay funds deposited 
with it for a specified period of time), time deposits (non-negotiable deposits maintained in a bank for a specified period of 
time up to seven days at a stated interest rate), bankers’ acceptances (credit instruments evidencing the obligation of a bank 
to pay a draft drawn on it by a customer) and other securities and instruments issued by domestic banks, foreign branches of 
domestic banks, foreign subsidiaries of domestic banks and domestic and foreign branches of foreign banks. 
 
A Fund also may purchase U.S. dollar-denominated obligations issued by foreign branches of domestic banks or foreign 
branches of foreign banks (“Eurodollar” obligations) and domestic branches of foreign banks (“Yankee dollar” obligations). 
 



 

18 
 

Eurodollar and other foreign obligations involve special investment risks, including the possibility that (i) liquidity could be 
impaired because of future political and economic developments, (ii) the obligations may be less marketable than 
comparable domestic obligations of domestic issuers, (iii) a foreign jurisdiction might impose withholding taxes on interest 
income payable on those obligations, (iv) deposits may be seized or nationalized, (v) foreign governmental restrictions, 
such as exchange controls, may be adopted, which might adversely affect the payment of principal and interest on those 
obligations, (vi) the selection of foreign obligations may be more difficult because there may be less information publicly 
available concerning foreign issuers, (vii) there may be difficulties in securing or enforcing a judgment against a foreign 
issuer, and (viii) the accounting, auditing and financial reporting standards, practices and requirements applicable to foreign 
issuers may differ from those applicable to domestic issuers. In addition, foreign banks are not subject to examination by 
U.S. government agencies or instrumentalities. 
 
Investment Companies 
 
The Funds may invest in other investment companies, including ETFs, to the extent permitted by the 1940 Act, SEC rules 
thereunder and exemptions thereto.  Section 12(d)(1) (A) of the 1940 Act requires that, as determined immediately after a 
purchase is made, (i) not more than 5% of the value of the Fund’s total assets will be invested in the securities of any one 
investment company, (ii) not more than 10% of the value of the Fund’s total assets will be invested in securities of 
investment companies as a group, and (iii) not more than 3% of the outstanding voting stock of any one investment 
company will be owned by the Fund. Certain exceptions to these limitations may apply, and the Funds may also rely on any 
future applicable SEC rules or orders that provide exceptions to these limitations. 
 
As a matter of policy, the Penn Capital Defensive Floating Rate Income Fund will not purchase shares of any registered 
open-end investment company or registered unit investment trust, in reliance on Section 12(d)(1)(F) or (G) (the “fund of 
funds” provisions) of the 1940 Act, at any time the Fund has knowledge that its shares are purchased by another investment 
company investor in reliance on the provisions of subparagraph (G) of Section 12(d)(1). 
 
Investment companies are essentially pools of securities. Investing in other investment companies involves substantially the 
same risks as investing directly in the underlying securities, but may involve additional expenses at the investment 
company level, such as investment advisory fees and operating expenses. In some cases, investing in an investment 
company may involve the payment of a premium over the value of the assets held in that investment company’s portfolio. 
As an investor in another investment company, a Fund will bear its ratable share of the investment company’s expenses, 
including advisory fees, and a Fund’s shareholders will bear such expenses indirectly, in addition to similar fees and 
expenses of a Fund. Despite the possibility of greater fees and expenses, the Advisor will invest if it believes investment in 
other investment companies provides attractive return opportunities. In addition, it may be more efficient for a Fund to gain 
exposure to particular market segments by investing in shares of one or more investment companies. 
 
Loan Based Derivatives 
 
The Funds may invest in derivative instruments that provide exposure to one or more credit default swaps. For example, a 
Fund may invest in a derivative instrument known as the Loan-Only Credit Default Swap Index (“LCDX”), a tradable 
index with 100 equally weighted underlying single-name loan-only credit default swaps (“LCDS”). Each underlying LCDS 
references an issuer whose loans trade in the secondary leveraged loan market. A Fund can either buy the index (take on 
credit exposure) or sell the index (pass credit exposure to a counterparty). While investing in these types of derivatives will 
increase the universe of debt securities to which a Fund is exposed, such investments entail additional risks, such as those 
discussed below, that are not typically associated with investments in other debt securities. Credit default swaps and other 
derivative instruments related to loans are subject to the risks associated with loans generally, as well as the risks of 
derivative transactions.  For more information, see the section “Swaps--Interest Rate Swaps, Mortgage Swaps, Credit 
Swaps, Currency Swaps, Total Return Swaps, Options on Swaps and Interest Rate Caps, Floors and Collars, Inflation 
Indexed Swaps” below. 
 
Mortgage-Backed Securities 
 
The Funds may purchase mortgage-backed securities.  Mortgage-backed securities are interests in pools of mortgage loans, 
including mortgage loans made by savings and loan institutions, mortgage bankers, commercial banks and others.  Pools of 
mortgage loans are assembled as securities for sale to investors by various governmental, government-related and private 
organizations as further described below.  The Funds may also purchase debt securities which are secured with collateral 
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consisting of mortgage-backed securities (“Collateralized Mortgage Obligations”) and in other types of mortgage-related 
securities.  Mortgage-backed securities may be issued or guaranteed by U.S. government entities, such as the Government 
National Mortgage Association (“GNMA”), or by private lenders. 
 
The timely payment of principal and interest on mortgage-backed securities issued or guaranteed by GNMA is backed by 
GNMA and the full faith and credit of the U.S. government.  These guarantees, however, do not apply to the market value 
of fund shares.  Also, securities issued by GNMA and other mortgage-backed securities may be purchased at a premium 
over the maturity value of the underlying mortgages.  This premium is not guaranteed and would be lost if prepayment 
occurs.  Mortgage-backed securities issued by U.S. government agencies or instrumentalities other than GNMA are not 
“full faith and credit” obligations.  Unscheduled or early payments on the underlying mortgages may shorten the securities’ 
effective maturities and reduce returns.  A Fund may agree to purchase or sell these securities with payment and delivery 
taking place at a future date.  A decline in interest rates may lead to a faster rate of repayment of the underlying mortgages 
and expose the fund to a lower rate of return upon reinvestment.  To the extent that such mortgage-backed securities are 
held by a Fund, the prepayment right of mortgagors may limit the increase in NAV of the Fund because the value of the 
mortgage-backed securities held by the Fund may not appreciate as rapidly as the price of noncallable debt securities. 
 
Interests in pools of mortgage-backed securities differ from other forms of debt securities, which normally provide for 
periodic payment of interest in fixed amounts with principal payments at maturity or specified call dates.  Instead, these 
securities provide a monthly payment which consists of both interest and principal payments.  In effect, these payments are 
a “pass-through” of the monthly payments made by the individual borrowers on their mortgage loans, net of any fees paid 
to the issuer or guarantor of such securities.  Additional payments are caused by repayments of principal resulting from the 
sale of the underlying property, refinancing or foreclosure, net of fees or costs which may be incurred.  Some mortgage-
backed securities (such as securities issued by the GNMA) are described as “modified pass-through.”  These securities 
entitle the holder to receive all interest and principal payments owed on the mortgage pool, net of certain fees, at the 
scheduled payments dates regardless of whether or not the mortgagor actually makes the payment. 
 
Commercial banks, savings and loan institutions, private mortgage insurance companies, mortgage bankers and other 
secondary market issuers also create pass-through pools of conventional mortgage loans.  Such issuers may, in addition, be 
the originators and/or servicers of the underlying mortgage loans as well as the guarantors of the mortgage-related 
securities.  Pools created by such non-governmental issuers generally offer a higher rate of interest than government and 
government-related pools because there are no direct or indirect government or agency guarantees of payments.  However, 
timely payment of interest and principal of these pools may be supported by various forms of insurance or guarantees, 
including individual loan, title, pool and hazard insurance and letters of credit.  The insurance guarantees are issued by 
governmental entities, private insurers and the mortgage poolers.  Such insurance and guarantees and the creditworthiness 
of the issuers thereof are generally considered in determining whether a mortgage-related security meets a Fund’s 
investment quality standards.  There can be no assurance that the private insurers or guarantors can meet their obligations 
under the insurance policies or guarantee or guarantees, even if through an examination of the loan experience and practices 
of the originators/servicers and poolers, the Advisor determines that the securities meet the Fund’s quality standards. 
 
Mortgage-related securities that are issued or guaranteed by the U.S. government or any of its agencies or instrumentalities 
are not subject to the Funds’ industry concentration restrictions, set forth above in the section “Investment Restrictions,” by 
virtue of the exclusion from that test available to all U.S. government securities. 
 
Options 
 
The Funds may purchase and write call or put options on securities and indices and enter into related closing transactions. 
All of the Funds may invest in options that are listed on exchanges or traded over the counter.  Certain over-the-counter 
options may be illiquid.  Thus, it may not be possible to close such options positions at the time or price desired, which may 
have an adverse impact on a Fund’s investments in such options.  Over-the-counter options are generally considered illiquid 
by the SEC.  Accordingly, a Fund will only invest in such options to the extent consistent with its limit on investments in 
illiquid securities. 
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Call Options 
 
A purchaser (holder) of a call option pays a non-refundable premium to the seller (writer) of a call option to obtain the right 
to purchase a specified amount of an investment at a fixed price (the exercise price) during a specified period (exercise 
period).  Conversely, the seller (writer) of a call option, upon payment by the holder of the premium, has the obligation to 
sell the investment to the holder of the call option at the exercise price during the exercise period.  The Funds may both 
purchase and write call options. 
 
The premium that a Fund pays when purchasing a call option or receives when writing a call option will reflect, among 
other things, the market price of the investment, the relationship of the exercise price to the market price of the investment, 
the relationship of the exercise price to the volatility of the investment, the length of the option period and supply and 
demand factors.  The premium is the market value of an option. 
 
Purchasing Call Options 
 
The Funds may purchase call options.  As a holder of a call option, a Fund has the right, but not the obligation, to purchase 
an investment at the exercise price during the exercise period.  Instead of exercising the option and purchasing the 
investment, a Fund may choose to allow the option to expire or enter into a “closing sale transaction” with respect to the 
option.  A closing sale transaction gives a Fund the opportunity to cancel out its position in a previously purchased option 
through the offsetting sale during the exercise period of an option having the same features.  The Fund will realize a profit 
from a closing sale transaction if the cost of the transaction is more than the premium it paid to purchase the option.  The 
Fund will realize a loss from the closing sale transaction if the cost of the transaction is less than the premium paid by the 
Fund.  A Fund may purchase call options on investments that it intends to buy in order to limit the risk of a substantial 
change in the market price of the investment.  A Fund may also purchase call options on investments held in its portfolio 
and on which it has written call options. 
 
Although a Fund will generally purchase only those call options for which there appears to be an active secondary market, 
there is no assurance that a liquid secondary market on an exchange will exist for any particular option, or at any particular 
time, and for some options, no secondary market on an exchange may exist.  In such event, it may not be possible to effect 
closing transactions in particular options, with the result being that a Fund would have to exercise its options in order to 
realize any profit and would incur brokerage commissions upon the exercise of such options and upon the subsequent 
disposition of the underlying investments acquired through the exercise of such options.  Further, unless the price of the 
underlying investment changes sufficiently, a call option purchased by a Fund may expire without any value to the Fund, in 
which event the Fund would realize a capital loss which will be short-term unless the option was held for more than one 
year. 
 
Writing Call Options 
 
The Funds may write call options.  As the writer of a call option, a Fund has the obligation to sell the security at the 
exercise price during the exercise period. 
 
A Fund will generally only write “covered call options”; however, a Fund may write a call option that is not “covered” if 
the Fund maintains Segregated Assets in accordance with pertinent SEC guidelines.  A call option is “covered” when the 
Fund either holds the security that is the subject of the option or possesses the option to purchase the same security at an 
exercise price equal to or less than the exercise price of the covered call option. 
 
As the writer of a call option, in return for the premium, the Fund gives up the opportunity to realize a profit from a price 
increase in the underlying security above the exercise price and retains the risk of loss should the price of the security 
decline.  If a call option written by a Fund is not exercised, the Fund will realize a gain in the amount of the premium.  
However, any gain may be offset by a decline in the market value of the security during the exercise period.  If the option is 
exercised, the Fund will experience a profit or loss from the sale of the underlying security.  The Fund may have no control 
over when the underlying securities must be sold because the Fund may be assigned an exercise notice at any time during 
the exercise period. 
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A Fund may choose to terminate its obligation as the writer of a call option by entering into a “closing purchase 
transaction.”  A closing purchase transaction allows a Fund to terminate its obligation to sell a security subject to a call 
option by allowing the Fund to cancel its position under a previously written call option through an offsetting purchase 
during the exercise period of an option having the same features.  A Fund may not effect a closing purchase transaction 
once it has received notice that the option will be exercised.  In addition, there is no guarantee that the Fund will be able to 
engage in a closing purchase transaction at a time or price desirable to the Fund.  Effecting a closing purchase transaction 
on a call option permits a Fund to write another call option on the underlying security with a different exercise price, 
exercise date or both.  If a Fund wants to sell a portfolio security that is subject to a call option, it will effect a closing 
purchase transaction prior to or at the same time as the sale of the security. 
 
A Fund will realize a profit from a closing purchase transaction if the cost of the transaction is less than the premium 
received from writing the option.  Conversely, a Fund will experience a loss from a closing purchase transaction if the cost 
of the transaction is more than the premium received from writing the option.  Because increases in the market price of a 
call option will generally reflect increases in the market price of the underlying security, any loss resulting from the closing 
purchase transaction of a written call option is likely to be offset in whole or in part by appreciation of the underlying 
security owned by the Fund. 
 
Put Options 
 
A purchaser (holder) of a put option pays a non-refundable premium to the seller (writer) of a put option to obtain the right 
to sell a specified amount of a security at a fixed price (the exercise price) during a specified period (exercise period).  
Conversely, the writer of a put option, upon payment by the holder of the premium, has the obligation to buy the security 
from the holder of the put option at the exercise price during the exercise period.  The Funds may both purchase and write 
put options. 
 
Purchasing Put Options 
 
As a holder of a put option, a Fund has the right, but not the obligation, to sell a security at the exercise price during the 
exercise period.  Instead of exercising the option and selling the security, a Fund may choose to allow the option to expire 
or enter into a closing sale transaction with respect to the option.  A closing sale transaction gives a Fund the opportunity to 
cancel out its position in a previously purchased option through the offsetting sale during the exercise period of an option 
having the same features. 
 
A Fund may purchase put options on it portfolio securities for defensive purposes (“protective puts”).  A Fund may 
purchase a protective put for a security it holds in its portfolio to protect against a possible decline in the value of the 
security subject to the put option.  A Fund may also purchase a protective put for a security in its portfolio to protect the 
unrealized appreciation of the security without having to sell the security.  By purchasing a put option, a Fund is able to sell 
the security subject to the put option at the exercise price during the exercise period even if the security has significantly 
declined in value. 
 
A Fund may also purchase put options for securities it is not currently holding in its portfolio.  A Fund would purchase a 
put option on a security it does not own in order to benefit from a decline in the market price of the security during the 
exercise period.  A Fund will only make a profit by exercising a put option if the market price of the security subject to the 
put option plus the premium and the transaction costs paid by the Fund together total less than the exercise price of the put 
option. 
 
Writing Put Options 
 
As the writer of a put option, a Fund has the obligation to buy the underlying security at the exercise price during the 
exercise period. 
 
For a put option to be considered covered, the Fund must either (1) maintain cash, U.S. government securities, other liquid 
high-grade debt obligations, or other suitable cover permitted by the SEC having a value of not less than the exercise price 
of the option; or (2) own an option to sell the security subject to the put option, which has an exercise price during the 
entire option period equal to or greater than the exercise price of the covered put option.  The rules of a clearing corporation 
may require that assets used to cover the put option be deposited in escrow to ensure payment of the exercise price. 
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If a put option written by a Fund is not exercised, the Fund will realize a gain in the amount of the premium.  If the put 
option is exercised, the Fund must fulfill the obligation to purchase the underlying security at the exercise price, which will 
usually exceed the market value of the underlying security at that time.  The Fund may have no control over when the 
underlying securities must be purchased because the Fund may be assigned an exercise notice at any time during the 
exercise period. 
 
A Fund may choose to terminate its obligation as the writer of a put option by entering into a “closing purchase 
transaction.”  A closing purchase transaction allows a Fund to terminate its obligation to purchase a security subject to a put 
option by allowing the Fund to cancel its position under a previously written put option through an offsetting purchase 
during the exercise period of an option having the same features.  A Fund may not effect a closing purchase transaction 
once it has received notice that the option will be exercised.  In addition, there is no guarantee that a Fund will be able to 
engage in a closing purchase transaction at a time or price desirable to the Fund.  Effecting a closing purchase transaction 
on a put option permits the Fund to write another put option. 
 
A Fund will realize a profit from a closing purchase transaction if the cost of the transaction is less than the premium 
received from writing the option.  Conversely, a Fund will experience a loss from a closing purchase transaction if the cost 
of the transaction is more than the premium received from writing the option. 
 
A Fund may write put options in situations when the Advisor wants to buy the underlying security for the Fund’s portfolio 
at a price lower than the current market price of the security.  To effect this strategy, the Fund would write a put option at 
an exercise price that, reduced by the premium received on the option, reflects the lower price the Fund is willing to pay.  
Since the Fund may also receive interest on debt securities or currencies maintained to cover the exercise price of the 
option, this technique could be used to enhance current return during periods of market uncertainty.  The risk of this 
strategy is that the market price of the underlying security would decline below the exercise price less the premiums 
received. 
 
Options on Foreign Currencies 
 
The Funds may buy and write options on foreign currencies in a manner similar to that in which futures or forward 
contracts on foreign currencies will be used. In addition, options on foreign currencies may be used to hedge against 
adverse changes in foreign currency conversion rates. For example, a decline in the U.S. dollar value of a foreign currency 
in which portfolio securities are denominated will reduce the U.S. dollar value of such securities, even if their value in the 
foreign currency remains constant. In order to protect against such diminutions in the value of the portfolio securities, a 
Fund may buy put options on the foreign currency. If the value of the currency declines, a Fund will have the right to sell 
such currency for a fixed amount in U.S. dollars, thereby offsetting, in whole or in part, the adverse effect on its portfolio. 
 
Conversely, when a rise in the U.S. dollar value of a currency in which securities to be acquired are denominated is 
projected, thereby increasing the cost of such securities, a Fund may buy call options on the foreign currency. The purchase 
of such options could offset, at least partially, the effects of the adverse movements in exchange rates. As in the case of 
other types of options, however, the benefit to the Fund from purchases of foreign currency options will be reduced by the 
amount of the premium and related transaction costs. In addition, if currency exchange rates do not move in the direction or 
to the extent desired, a Fund could sustain losses on transactions in foreign currency options that would require a Fund to 
forego a portion or all of the benefits of advantageous changes in those rates. 
 
The Funds also may write options on foreign currencies. For example, to hedge against a potential decline in the U.S. dollar 
due to adverse fluctuations in exchange rates, a Fund could, instead of purchasing a put option, write a call option on the 
relevant currency. If the decline expected by a Fund occurs, the option will most likely not be exercised and the diminution 
in value of portfolio securities will be offset at least in part by the amount of the premium received. Similarly, instead of 
purchasing a call option to hedge against a potential increase in the U.S. dollar cost of securities to be acquired, a Fund 
could write a put option on the relevant currency which, if rates move in the manner projected by a Fund, will expire 
unexercised and allow a Fund to hedge the increased cost up to the amount of the premium. If exchange rates do not move 
in the expected direction, the option may be exercised and a Fund would be required to buy or sell the underlying currency 
at a loss, which may not be fully offset by the amount of the premium. Through the writing of options on foreign 
currencies, a Fund also may lose all or a portion of the benefits that might otherwise have been obtained from favorable 
movements in exchange rates. 
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Options on Indices 
 
The Funds may invest in options on indices. Put and call options on indices are similar to puts and calls on securities or 
futures contracts except that all settlements are in cash and gain or loss depends on changes in the index in question rather 
than on price movements in individual securities or futures contracts. When a Fund writes a call on an index, it receives a 
premium and agrees that, prior to the expiration date, the purchaser of the call, upon exercise of the call, will receive from a 
Fund an amount of cash if the closing level of the index upon which the call is based is greater than the exercise price of the 
call. The amount of cash is equal to the difference between the closing price of the index and the exercise price of the call 
times a specified multiple (“multiplier”), which determines the total dollar value for each point of such difference. When a 
Fund buys a call on an index, it pays a premium and has the same rights as to such call as are indicated above. When a Fund 
buys a put on an index, it pays a premium and has the right, prior to the expiration date, to require the seller of the put, upon 
a Fund’s exercise of the put, to deliver to a Fund an amount of cash equal to the difference between the exercise price of the 
option and the value of the index, times a multiplier, similar to that described above for calls. When a Fund writes a put on 
an index, it receives a premium and the purchaser of the put has the right, prior to the expiration date, to require a Fund to 
deliver to it an amount of cash equal to the difference between the closing level of the index and exercise price times the 
multiplier if the closing level is less than the exercise price. 
 
Because the value of an index option depends upon movements in the level of the index rather than the price of a particular 
security, whether a Fund will realize gain or loss on the purchase of an option on an index depends upon movements in the 
level of prices in the market generally or in an industry or market segment rather than movements in the price of a 
particular security.  Accordingly, successful use by a Fund of options on indices is subject to the Advisor’s ability to predict 
correctly the direction of movements in the market generally or in a particular industry.  This requires different skills and 
techniques than predicting changes in the prices of individual securities. 
 
Index prices may be distorted if trading of a substantial number of securities included in the index is interrupted causing the 
trading of options on that index to be halted.  If a trading halt occurred, a Fund would not be able to close out options which 
it had purchased and the Fund may incur losses if the underlying index moved adversely before trading resumed.  If a 
trading halt occurred and restrictions prohibiting the exercise of options were imposed through the close of trading on the 
last day before expiration, exercises on that day would be settled on the basis of a closing index value that may not reflect 
current price information for securities representing a substantial portion of the value of the index. 
 
If a Fund holds an index option and exercises it before final determination of the closing index value for that day, it runs the 
risk that the level of the underlying index may change before closing.  If such a change causes the exercised option to fall 
“out-of-the-money,” the Fund will be required to pay the difference between the closing index value and the exercise price 
of the option (times the applicable multiplier) to the assigned writer.  Although a Fund may be able to minimize this risk by 
withholding exercise instructions until just before the daily cutoff time or by selling rather than exercising the option when 
the index level is close to the exercise price, it may not be possible to eliminate this risk entirely because the cutoff times 
for index options may be earlier than those fixed for other types of options and may occur before definitive closing index 
values are announced. 
 
Over-The-Counter (“OTC”) Options 
 
The Funds may write covered put and call options and buy put and call options that trade in the OTC market to the same 
extent that it may engage in exchange traded options.  OTC options differ from exchange traded options in certain material 
respects.  OTC options are arranged directly with dealers and not with a clearing corporation.  Thus, there is a risk of non-
performance by the dealer.  Because there is no exchange, pricing is typically done based on information from market 
makers.  OTC options are available for a greater variety of securities and in a wider range of expiration dates and exercise 
prices, however, than exchange traded options and the writer of an OTC option is paid the premium in advance by the 
dealer.  There can be no assurance that a continuous liquid secondary market will exist for any particular OTC option at any 
specific time.  A Fund may be able to realize the value of an OTC option it has purchased only by exercising it or entering 
into a closing sale transaction with the dealer that issued it.  A Fund may suffer a loss if it is not able to exercise or sell its 
position on a timely basis.  When a Fund writes an OTC option, it generally can close out that option prior to its expiration 
only by entering into a closing purchase transaction with the dealer with which the Fund originally wrote the option.  A 
Fund will treat OTC options and “cover” assets as illiquid securities for the purposes of the Fund’s limitation on 
investments in illiquid securities. 
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Private Investment in Public Equity (“PIPE”) 
 
A private investment in public equity (“PIPE”) is an accredited investor’s (e.g., typically a private investment firm’s, a 
mutual fund’s or another qualified investor’s) purchase of stock in a public company at a discountat a discount to the 
current market value per share for the purpose of raising capital.  A traditional PIPE is one in which common or preferred 
stock is issued at a set price to raise capital for the issuer,issuer, whereas a structured PIPE issues common or preferred 
shares of convertible debt.  This financing technique can be more efficient than secondary offerings, because there are 
typically fewer regulatory issues, making it preferable for companies that have limited access to traditional forms of equity 
financing.  In a standard PIPE agreement, investors purchase stock in a private placement. Registration of the issuer’s new 
shares with the SEC typically becomes effective within a month of filing. PIPE investors may also seek to purchase stock 
below the market price as a hedge of protection against the stock price decreasing in value.  A traditional PIPE agreement 
enables investors to purchase common or preferred stock that is convertible to common shares at a predetermined price.  
With a structured PIPE, investors purchase preferred stock or debt securities that are convertible to common stock.  If the 
securities contain a reset clause, new investors are shielded from downside risks, but existing stockholders are exposed to 
greater risk of dilution in share values.  For this reason, a structured PIPE transaction may need stockholder approval. 
 
Because PIPE shares do not require registration with the SEC, there are fewer administrative requirements, which can lead 
to greater efficiency. However, investors may sell their stock in a short amount of time, thereby potentially driving down 
the market price. If the market price drops below a set threshold, the company may have to issue additional stock at a 
significantly reduced price. This issuance would likely dilute the value of all shareholders’ investments. Short sellers also 
may seek to take advantage by repeatedly selling their shares and lowering the share price, potentially resulting in PIPE 
investors having majority ownership of the company. 
 
Private Placements 
 
A Fund may invest in securities that are purchased in private placements, which are subject to restrictions on resale as a 
matter of contract or under federal securities laws. Because there may be relatively few potential purchasers for these 
securities, especially under adverse market or economic conditions or in the event of adverse changes in the financial 
condition of the issuer, a Fund could find it more difficult to sell the securities when the Advisor believes that it is advisable 
to do so, or may be able to sell the securities only at prices lower than if the securities were more widely held. At times, it 
also may be more difficult to determine the fair value of the securities for purposes of computing a Fund’s NAV. 
 
While private placements may offer opportunities for investment that are not otherwise available on the open market, the 
securities so purchased are often “restricted securities” that cannot be sold to the public without registration under the 1933 
Act, the availability of an exemption from registration (such as Rule 144 or Rule 144A under the 1933 Act) or that are not 
readily marketable because they are subject to other legal or contractual delays or restrictions on resale. 
 
The absence of a trading market can make it difficult to ascertain a market value for illiquid investments such as private 
placements. Disposing of illiquid investments may involve time-consuming negotiation and legal expenses, and it may be 
difficult or impossible for a Fund to sell the illiquid securities promptly at an acceptable price. A Fund may have to bear the 
extra expense of registering the securities for resale and the risk of substantial delay in effecting the registration. In 
addition, market quotations are typically less readily available for these securities. The judgment of the Advisor may at 
times play a greater role in valuing these securities than in the case of unrestricted securities. 
 
Generally, restricted securities may be sold only to qualified institutional buyers, in a privately negotiated transaction to a 
limited number of purchasers, in limited quantities after they have been held for a specified period of time and when other 
conditions are met pursuant to an exemption from registration, or in a public offering for which a registration statement is 
in effect under the 1933 Act. A Fund may be deemed to be an underwriter for purposes of the 1933 Act when selling 
restricted securities to the public. As such, a Fund may be liable to purchasers of the securities if the registration statement 
prepared by the issuer, or the prospectus forming a part of the registration statement, is materially inaccurate or misleading. 
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REITs 
 
The Penn Capital Managed Alpha SMID Cap Equity Fund, the Penn Capital Special Situations Small Cap Equity Fund, the 
Penn Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund may invest in equity 
REITs and equity interests issued by REITs; the Penn Capital Defensive Floating Rate Income Fund, the Penn Capital 
Defensive Short Duration High Income Fund and the Penn Capital Multi-Credit High Income Fund may invest in debt 
obligations issued by REITs.  REITs are pooled investment vehicles that invest primarily in income-producing real estate or 
real estate-related loans or interests. 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 properties that have 
appreciated in value. Mortgage REITs invest the majority of their assets in real estate mortgages and derive income from 
the collection of interest payments. REITs are not taxed on income distributed to shareholders provided they comply with 
the applicable requirements of the Internal Revenue Code of 1986, as amended (the “Code”). A Fund will indirectly bear its 
proportionate share of any management and other expenses paid by REITs in which it invests in addition to the expenses 
paid by the Fund. Debt securities issued by REITs are, for the most part, general and unsecured obligations and are subject 
to risks associated with REITs. 
 
Investing in REITs involves certain unique risks in addition to those risks associated with investing in the real estate 
industry in general. An equity REIT may be affected by changes in the value of the underlying properties owned by the 
REIT. A mortgage REIT may be affected by changes in interest rates and the ability of the issuers of its portfolio mortgages 
to repay their obligations in addition to the fact that a mortgage REIT that is in its liquidation stage may return capital to 
investors when it is disadvantageous to do so. In addition, with respect to investments in mortgage REITs that create 
exposure to mortgage pools that include subprime mortgages (which refer to loans made to borrowers with weakened credit 
histories or with a lower capacity to make timely payments, and second-lien mortgage loans), the risk of default is generally 
higher, and a decline in or flattening of property values also may exacerbate losses. REITs are dependent upon the skills of 
their managers and are not diversified. REITs are generally dependent upon maintaining cash flows to repay borrowings 
and to make distributions to shareholders and are subject to the risk of default by lessees or borrowers. REITs whose 
underlying assets are concentrated in properties used by a particular industry, such as health care, are also subject to risks 
associated with such industry. In addition, REITS are subject to the possibilities of failing to qualify for tax-free pass-
through of income under the Code, and failing to maintain their exemptions from registration under the 1940 Act. 
 
REITs (especially mortgage REITs) are also subject to interest rate risks, including prepayment risk. 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. If the REIT invests in adjustable 
rate mortgage loans the interest rates on which are reset periodically, yields on a REIT’s investments in such loans will 
gradually align themselves to reflect changes in market interest rates. This causes the value of such investments to fluctuate 
less dramatically in response to interest rate fluctuations than would investments in fixed rate obligations. 
 
REITs may have limited financial resources, may trade less frequently and in a more limited volume and may be subject to 
more abrupt or erratic price movements than more widely held securities. 
 
A Fund’s investment in a REIT may require the Fund to accrue and distribute income not yet received or may result in a 
Fund making distributions that constitute a return of capital to Fund shareholders for federal income tax purposes. In 
addition, distributions by a Fund from REITs will not qualify for the corporate dividends-received deduction, or, generally, 
for treatment as qualified dividend income. 
 
Repurchase and Reverse Repurchase Agreements 
 
Under a repurchase agreement, a Fund agrees to buy securities guaranteed as to payment of principal and interest by the 
U.S. government or its agencies from a qualified bank or broker-dealer and then to sell the securities back to the bank or 
broker-dealer after a short period of time (generally, less than seven days) at a higher price.  The bank or broker-dealer must 
transfer to a Fund’s custodian securities with an initial market value of at least 100% of the dollar amount invested by a 
Fund in each repurchase agreement.  The Advisor will monitor the value of such securities daily to determine that the value 
equals or exceeds the repurchase price. 
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Repurchase agreements may involve risks in the event of default or insolvency of the bank or broker-dealer, including 
possible delays or restrictions upon a Fund’s ability to sell the underlying securities.  A Fund will enter into repurchase 
agreements only with parties who meet certain creditworthiness standards, i.e., banks or broker-dealers that the Advisor has 
determined present no serious risk of becoming involved in bankruptcy proceedings within the time frame contemplated by 
the repurchase transaction. 
 
The Funds may also each enter into reverse repurchase agreements.  Under a reverse repurchase agreement, a Fund agrees 
to sell a security in its portfolio and then to repurchase the security at an agreed-upon price, date and interest payment.  A 
Fund will maintain Segregated Assets in accordance with pertinent SEC positions with a value equal to the value of its 
obligation under the agreement, including accrued interest.  The securities subject to the reverse repurchase agreement will 
be marked-to-market daily. Reverse repurchase agreements are deemed to constitute a borrowing for purposes of the 1940 
Act and the relevant regulations, rules and interpretations thereunder. 
 
The use of repurchase agreements by a Fund involves certain risks.  For example, if the other party to a repurchase 
agreement defaults on its obligation to repurchase the underlying security at a time when the value of the security has 
declined, a Fund may incur a loss upon disposition of the security.  If the other party to the agreement becomes insolvent 
and subject to liquidation or reorganization under the bankruptcy code or other laws, a court may determine that the 
underlying security is collateral for the loan by a Fund not within the control of that Fund, and therefore the realization by a 
Fund on the collateral may be automatically stayed.  Finally, it is possible that a Fund may not be able to substantiate its 
interest in the underlying security and may be deemed an unsecured creditor of the other party to the agreement.  While the 
Advisor acknowledges these risks, it is expected that if repurchase agreements are otherwise deemed useful to a Fund, these 
risks can be controlled through careful monitoring procedures. 
 
Restricted and Illiquid Securities 
 
A Fund may invest up to 15% of its net assets in securities that are illiquid, which includes securities with legal or 
contractual restrictions on their disposition, and securities for which there are no readily available market quotations.  
Generally, an “illiquid security” is any security that cannot be disposed of within seven days at approximately the amount at 
which the Fund has valued the instrument.  The Advisor and/or third-party pricing services will determine the value of such 
securities in good faith in accordance with the provisions of the 1940 Act under procedures adopted by the Board.  Illiquid 
securities present the risks that a Fund may have difficulty valuing these holdings and/or may be unable to sell these 
holdings at the time or price desired.  There are no restrictions on a Fund’s ability to invest in restricted securities (that is, 
securities that are not registered pursuant to the 1933 Act), except to the extent such securities may be considered illiquid.  
Securities issued pursuant to Rule 144A of the 1933 Act will be considered liquid if determined to be so under procedures 
adopted by the Board. 
 
After the purchase of a security, the Board and the Advisor will continue to monitor the liquidity of that security.  If the 
Advisor determines that a security purchased that was previously determined to be liquid is no longer liquid and, as a result, 
a Fund’s holdings of illiquid securities exceed the Fund’s 15% limit on investment in such securities, or if there are changes 
in the value of portfolio holdings or other circumstances that cause a Fund’s holdings of illiquid securities to exceed the 
Fund’s 15% limit on investment in such securities, the Advisor will determine what corrective action shall be taken that is 
in the best interests of the Fund and its shareholders in order to ensure that an adequate level of liquidity is maintained, 
which may include disposing of illiquid securities. 
 
Step-Coupon Securities 
 
Step-coupon securities trade at a discount from their face value and pay coupon interest. The coupon rate is low for an 
initial period and then increases to a higher coupon rate thereafter. Market values of these types of securities generally 
fluctuate in response to changes in interest rates to a greater degree than conventional interest-paying securities of 
comparable term and quality. Under many market conditions, investments in such securities may be illiquid, making it 
difficult for a Fund to dispose of them or determine their current value. 
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Structured Notes 
 
Structured notes are derivative debt securities, the interest rate and/or principal of which is determined by an unrelated 
indicator. The value of the principal of and/or interest on structured notes is determined by reference to changes in the 
return, interest rate or value at maturity of a specific asset, reference rate or index (the “reference instrument”) or the 
relative change in two or more reference instruments.  The interest rate or the principal amount payable upon maturity or 
redemption may be increased or decreased, depending upon changes in the applicable reference instruments.  Structured 
notes may be positively or negatively indexed, so that an increase in value of the reference instrument may produce an 
increase or a decrease in the interest rate or value of the structured note at maturity.  In addition, changes in the interest rate 
or the value of the structured note at maturity may be calculated as a specified multiple of the change in the value of the 
reference investment; therefore, the value of such note may be very volatile.  Structured notes may entail a greater degree of 
market risk than other types of debt securities because the investor bears the risk of the reference instrument.  Structured 
notes may also be more volatile, less liquid and more difficult to accurately price than less complex securities or more 
traditional debt securities.  In connection with its investments in structured notes, a Fund will maintain Segregated Assets in 
accordance with pertinent SEC guidelines to cover its obligations with respect to such instruments. 
 
Supranational Entities 
 
The Funds may invest in obligations of supranational entities. A supranational entity is an entity designated or supported by 
national governments to promote economic reconstruction, development or trade amongst nations. Examples of 
supranational entities include the International Bank for Reconstruction and Development (also known as the World Bank) 
and the European Investment Bank. Obligations of supranational entities are subject to the risk that the governments on 
whose support the entity depends for its financial backing or repayment may be unable or unwilling to provide that support. 
Obligations of a supranational entity that are denominated in foreign currencies will also be subject to the risks associated 
with investments in foreign currencies, as described above in the section “Foreign Currency Transactions.” 
 
Swaps–Interest Rate Swaps, Mortgage Swaps, Credit Swaps, Currency Swaps, Total Return Swaps, Options on 
Swaps and Interest Rate Caps, Floors and Collars, Inflation Indexed Swaps 
 
The Funds may enter into interest rate, mortgage, credit, currency and total return swaps, as well as interest rate caps, floors 
and collars.  The Funds may also purchase and write (sell) options contracts on swaps, referred to as “swaptions.”  
Generally, swap agreements are contracts between a Fund and another party (the swap counterparty) involving the 
exchange of payments on specified terms over periods ranging from a few days to multiple years. A swap agreement may 
be negotiated bilaterally and traded OTC between the two parties (for an uncleared swap) or, in some instances, must be 
transacted through an FCM and cleared through a clearinghouse that serves as a central counterparty (for a cleared swap). 
In a basic swap transaction, a Fund agrees with the swap counterparty to exchange the returns (or differentials in rates of 
return) and/or cash flows earned or realized on a particular “notional amount” or value of predetermined underlying 
reference instruments. The notional amount is the set dollar or other value selected by the parties to use as the basis on 
which to calculate the obligations that the parties to a swap agreement have agreed to exchange. The parties typically do not 
actually exchange the notional amount. Instead they agree to exchange the returns that would be earned or realized if the 
notional amount were invested in given investments or at given rates.  An inflation index swap is a contract between two 
parties, whereby one party makes payments based on the cumulative percentage increase in an index that serves as a 
measure of inflation (typically, the Consumer Price Index) and the other party makes a regular payment based on a 
compounded fixed rate.  Typically, an inflation index swap has payment obligations netted and exchanged upon maturity.  
The value of an inflation index swap is expected to change in response to changes in the rate of inflation.  If inflation 
increases at a faster rate than anticipated at the time the swap is entered into, the swap will increase in value.  Similarly, if 
inflation increases at a rate slower than anticipated at the time the swap is entered into, the swap will decrease in value. 
 
The Fund may enter into swap transactions for hedging purposes or to seek to increase total return. Interest rate swaps 
involve the exchange by the Fund with another party of their respective commitments to pay or receive interest, such as an 
exchange of fixed-rate payments for floating rate payments. Mortgage swaps are similar to interest rate swaps in that they 
represent commitments to pay and receive interest. The notional principal amount, however, is tied to a reference pool or 
pools of mortgages. Credit swaps involve the receipt of floating or fixed rate payments in exchange for assuming potential 
credit losses of an underlying security. Credit swaps give one party to a transaction the right to dispose of or acquire an 
asset (or group of assets), or the right to receive or make a payment from the other party, upon the occurrence of specified 
credit events. Currency swaps involve the exchange of the parties’ respective rights to make or receive payments in 
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specified currencies. Total return swaps are contracts that obligate a party to pay or receive interest in exchange for 
payment by the other party of the total return generated by a security, a basket of securities, an index, or an index 
component. A swaption is an option to enter into a swap agreement. Like other types of options, the buyer of a swaption 
pays a non-refundable premium for the option and obtains the right, but not the obligation, to enter into an underlying swap 
on agreed-upon terms. The seller of a swaption, in exchange for the premium, becomes obligated (if the option is exercised) 
to enter into an underlying swap on agreed-upon terms. The purchase of an interest rate cap entitles the purchaser, to the 
extent that a specified index exceeds a predetermined interest rate, to receive payment of interest on a notional principal 
amount from the party selling such interest rate cap. The purchase of an interest rate floor entitles the purchaser, to the 
extent that a specified index falls below a predetermined interest rate, to receive payments of interest on a notional principal 
amount from the party selling the interest rate floor. An interest rate collar is the combination of a cap and a floor that 
preserves a certain return within a predetermined range of interest rates. 
 
A great deal of flexibility is possible in the way swap transactions are structured.  The Funds will generally enter into swap 
agreements on a net basis, which means that the two payment streams that are to be made by a Fund and its counterparty 
with respect to a particular swap agreement are netted out, with the Fund receiving or paying, as the case may be, only the 
net difference in the two payments.  Accordingly, the risk of loss with respect to interest rate and mortgage swaps is 
normally limited to the net amount of payments that the Fund is contractually obligated to make. If the other party to an 
interest rate swap defaults, the Fund’s risk of loss consists of the net amount of payments that the Fund is contractually 
entitled to receive, if any. In contrast, currency swaps usually involve the delivery of the entire principal amount of one 
designated currency in exchange for the other designated currency. Therefore, the entire principal value of a currency swap 
is subject to the risk that the other party to the swap will default on its contractual delivery obligations. To the extent that 
the Fund’s potential exposure in a transaction involving a swap or an interest rate floor, cap or collar is covered by the 
segregation of cash or liquid assets, the Fund and the Advisor believe that the transactions do not constitute senior securities 
under the 1940 Act and in accordance with SEC and SEC staff guidance, and accordingly, will not treat them as being 
subject to a Fund’s borrowing restrictions. 
 
In an uncleared swap, the swap counterparty is typically a brokerage firm, bank or other financial institution. During the 
term of an uncleared swap, a Fund is usually required to pledge to the swap counterparty, from time to time, an amount of 
cash and/or other assets equal to the total net amount (if any) that would be payable by the Fund to the counterparty if the 
swap were terminated on the date in question, including any early termination payments. Periodically, changes in the 
amount pledged are made to recognize changes in value of the contract. Likewise, the counterparty may be required to 
pledge cash or other assets to cover its obligations to the Fund.  However, the amount pledged may not always be equal to 
or more than the amount due to the other party. Therefore, if a counterparty defaults in its obligations to a Fund, the amount 
pledged by the counterparty and available to the Fund may not be sufficient to cover all the amounts due to the Fund and 
the Fund may sustain a loss. 
 
Currently, a Fund does not typically provide initial margin in connection with uncleared swaps. Rules requiring both initial 
and variation margin to be posted by certain market participants for uncleared swaps have been adopted, and will become 
effective as to various market participants over time. When these rules take effect, a Fund may be required to post both 
initial margin and variation margin. 
 
Certain standardized swaps are subject to mandatory central clearing and exchange-trading. The Dodd-Frank Wall Street 
Reform and Consumer Protection Act of 2010 and implementing rules will ultimately require the clearing and exchange-
trading of many swaps. Mandatory exchange-trading and clearing will occur on a phased-in basis based on the type of 
market participant, CFTC approval of contracts for central clearing and public trading facilities making such cleared swaps 
available to trade. To date, the CFTC has designated only certain of the most common types of credit default index swaps 
and interest rate swaps as subject to mandatory clearing and certain public trading facilities have made certain of those 
cleared swaps available to trade, but it is expected that additional categories of swaps will in the future be designated as 
subject to mandatory clearing and trade execution requirements. 
 
In a cleared swap, a Fund’s ultimate counterparty is a central clearinghouse rather than a brokerage firm, bank or other 
financial institution. Cleared swaps are submitted for clearing through each party’s FCM, which must be a member of the 
clearinghouse that serves as the central counterparty.  Transactions executed on a swap execution facility (“SEF”) may 
increase market transparency and liquidity but may require the Fund to incur increased expenses to access the same types of 
swaps that it has used in the past.  When a Fund enters into a cleared swap, it must deliver to the central counterparty (via 
the FCM) an amount referred to as “initial margin.” During the term of the swap agreement, a “variation margin” amount 
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may also be required to be paid by the Fund or may be received by the Fund in accordance with margin controls set for 
such accounts, depending upon changes in the marked-to-market value of the swap agreement.  If the value of a Fund’s 
cleared swap declines, the Fund will be required to make additional “variation margin” payments to the FCM to settle the 
change in value. Conversely, if the market value of a Fund’s position increases, the FCM will post additional “variation 
margin” to the Fund’s account. 
 
The use of swap transactions is a highly specialized activity, which involves investment techniques and risks different from 
those associated with ordinary portfolio securities transactions. If the Advisor, in using swap agreements, is incorrect in its 
forecasts of market values, interest rates, inflation, currency exchange rates or other applicable factors, the investment 
performance of the Fund will be less than its performance would have been if it had not used the swap agreements. 
 
In an uncleared swap, performance is the responsibility only of the swap counterparty and not of any exchange or 
clearinghouse. As a result, a Fund is subject to the risk that a counterparty will be unable or will refuse to perform under 
such agreement, including because of the counterparty’s bankruptcy or insolvency. A Fund risks the loss of the accrued but 
unpaid amounts under a swap agreement, which could be substantial, in the event of a default, insolvency or bankruptcy by 
a swap counterparty. In such an event, the Fund will have contractual remedies pursuant to the swap agreements, but 
bankruptcy and insolvency laws could affect the Fund’s rights as a creditor. If the counterparty’s creditworthiness declines, 
the value of a swap agreement would likely decline, potentially resulting in losses.  
 
Central clearing is designed to reduce counterparty credit risk and increase liquidity compared to uncleared swaps because 
central clearing interposes the central clearinghouse as the counterparty to each participant’s swap, but it does not eliminate 
those risks completely and may involve additional costs and risks not involved with uncleared swaps. There is also a risk of 
loss by a Fund of the initial and variation margin deposits in the event of bankruptcy of the FCM with which the Fund has 
an open position, or the central counterparty in a swap contract. The assets of a Fund may not be fully protected in the event 
of the bankruptcy of the FCM or central counterparty because the Fund might be limited to recovering only a pro rata share 
of all available funds and margin segregated on behalf of an FCM’s customers. If the FCM does not provide accurate 
reporting, a Fund is also subject to the risk that the FCM could use the Fund’s assets, which are held in an omnibus account 
with assets belonging to the FCM’s other customers, to satisfy its own financial obligations or the payment obligations of 
another customer to the central counterparty.  Finally, a Fund is subject to the risk that, after entering into a cleared swap 
with an executing broker, no FCM or central counterparty is willing or able to clear the transaction. In such an event, the 
Fund may be required to break the trade and make an early termination payment to the executing broker.  Credit risk of 
cleared swap participants is concentrated in a few clearinghouses, and the consequences of insolvency of a clearinghouse 
are not clear. 
 
The Funds may invest in publicly or privately issued interests in investment pools whose underlying assets are credit 
default, credit-linked, interest rate, currency exchange, equity-linked or other types of swap contracts and related underlying 
securities or securities loan agreements. The pools’ investment results may be designed to correspond generally to the 
performance of a specified securities index or “basket” of securities, or sometimes a single security. These types of pools 
may be used by a Fund to gain exposure to multiple securities with a smaller investment than would be required to invest 
directly in the individual securities. They also may be used by a Fund to gain exposure to foreign securities markets without 
investing in the foreign securities themselves and/or the relevant foreign market. To the extent that a Fund invests in pools 
of swaps and related underlying securities or securities loan agreements whose return corresponds to the performance of a 
foreign securities index or one or more foreign securities, investing in such pools will involve risks similar to the risks of 
investing in foreign securities. See the section “Foreign Securities” above. In addition to the risks associated with investing 
in swaps generally, a Fund bears the risks and costs generally associated with investing in pooled investment vehicles, such 
as paying the fees and expenses of the pool and the risk that the pool or the operator of the pool may default on its 
obligations to the holder of interests in the pool, such as a Fund. Interests in privately offered investment pools of swaps 
may be considered illiquid. 
 
The regulation of cleared and uncleared swaps, as well as other derivatives, is a rapidly changing area of law and is subject 
to modification by government and judicial action. In addition, the SEC, CFTC and the exchanges are authorized to take 
extraordinary actions in the event of a market emergency, including, for example, the implementation or reduction of 
speculative position limits, the implementation of higher margin requirements, the establishment of daily price limits and 
the suspension of trading. 
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It is not possible to predict fully the effects of current or future regulation. However, it is possible that developments in 
government regulation of various types of derivative instruments, such as speculative position limits on certain types of 
derivatives, or limits or restrictions on the counterparties with which a Fund engages in derivative transactions, may limit or 
prevent the Fund from using or limit the Fund’s use of these instruments effectively as a part of its investment strategy, and 
could adversely affect the Fund’s ability to achieve its investment objective. 
 

Synthetic Securities 
 

Incidental to other transactions in fixed income securities and/or for investment purposes, a Fund also may combine options 
on securities with cash, cash equivalent investments or other fixed income securities in order to create “synthetic” securities 
that approximate desired risk and return profiles. This may be done where a “non-synthetic” security having the desired 
risk/return profile either is unavailable (e.g., short-term securities of certain non-U.S. governments) or possesses 
undesirable characteristics (e.g., interest payments on the security would be subject to non-U.S. withholding taxes). A Fund 
also may purchase forward non-U.S. exchange contracts in conjunction with U.S. dollar-denominated securities in order to 
create a synthetic non-U.S. currency denominated security that approximates desired risk and return characteristics where 
the non-synthetic securities either are not available in non-U.S. markets or possess undesirable characteristics. The use of 
synthetic bonds and other synthetic securities may involve risks different from, or potentially greater than, risks associated 
with direct investments in securities and other assets including market risk, liquidity risk, and credit risk, and their value 
may or may not correlate with the value of the relevant underlying asset. 
 

Temporary Investments 
 

Under normal circumstances, a Fund may have money received from the purchase of Fund shares, or money received on 
the sale of its portfolio securities for which suitable investments consistent with such Fund’s investment objective(s) are not 
immediately available.  Under these circumstances, a Fund may have such monies invested in cash or cash equivalents in 
order to earn income on this portion of its assets.  Cash equivalents include money market mutual funds, as well as 
investments such as U.S. government obligations, repurchase agreements, bank obligations, commercial paper and 
corporate bonds with remaining maturities of thirteen months or less.  A Fund may also have a portion of its assets invested 
in cash equivalents in order to meet anticipated redemption requests or if other suitable securities are unavailable.  In 
addition, a Fund may reduce its holdings in equity and other securities and may invest in cash, cash equivalents or other 
high quality short-term investments for temporary defensive purposes, during periods in which the Advisor believes 
changes in economic, financial, political or other conditions make it advisable. 
 

Bank obligations include bankers’ acceptances, negotiable certificates of deposit and non-negotiable time deposits, 
including U.S. dollar-denominated instruments issued or supported by the credit of U.S. or foreign banks or savings 
institutions.  Although each of the Funds may invest in money market obligations of foreign banks or foreign branches of 
U.S. banks only where the Advisor determines the instrument to present minimal credit risks, such investments may 
nevertheless entail risks that are different from those of investments in domestic obligations of U.S. banks due to 
differences in political, regulatory and economic systems and conditions.  All investments in bank obligations are limited to 
the obligations of financial institutions having more than $1 billion in total assets at the time of purchase, and investments 
by a Fund in the obligations of foreign banks and foreign branches of U.S. banks will not exceed 10% of a Fund’s total 
assets at the time of purchase.  A Fund may also make interest-bearing savings deposits in commercial and savings banks in 
amounts not in excess of 10% of its net assets. 
 

Investments by a Fund in commercial paper will consist of issues rated at the time of investment as A-1 and/or P-1 by 
S&P®, Moody’s or a similar rating by another NRSRO.  In addition, a Fund may acquire unrated commercial paper and 
corporate bonds that are determined by the Advisor at the time of purchase to be of comparable quality to rated instruments 
that may be acquired by such Fund, as previously described. 
 

Trust Preferred Securities 
 

The Funds may also purchase trust preferred securities, which have characteristics of both subordinated debt and preferred 
stock. Trust preferred securities are issued by a special purpose trust subsidiary backed by subordinated debt of a corporate 
parent. These securities generally have a final stated maturity date and a fixed schedule for periodic payments. In addition, 
these securities have provisions that afford preference over common and preferred stock upon liquidation, although the 
securities are subordinated to other, more senior debt securities of the same issuer. The issuers of these securities often have 
the right to defer interest payments for a period of time. 
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Holders of trust preferred securities have limited voting rights to control the activities of the trust, and no voting rights with 
respect to the parent company. The market value of trust preferred securities may be more volatile than those of 
conventional debt securities. Trust preferred securities may be issued in reliance on Rule 144A under the 1933 Act or 
otherwise subject to restrictions on resale. There can be no assurance as to the liquidity of trust preferred securities and the 
ability of holders, such as a Fund, to sell their holdings. If the parent company defaults on interest payments to the trust, the 
trust will not be able to make dividend payments to holders of its securities. 
 
U.S. Government Obligations 
 
A Fund may invest in a variety of U.S. Treasury obligations including bonds, notes and bills, which mainly differ only in 
their interest rates, maturities and time of issuance.  The Funds may also each invest in other securities issued or guaranteed 
by the U.S. government, its agencies and instrumentalities, such as obligations of Federal Home Loan Banks, Federal Farm 
Credit Banks, Federal Land Banks, the Federal Housing Administration, Farmers Home Administration, Export-Import 
Bank of the United States, Small Business Administration, GNMA, Fannie Mae®, General Services Administration, Central 
Bank for Cooperatives, Federal Home Loan Mortgage Corporation, Federal Intermediate Credit Banks, Maritime 
Administration and Resolution Trust Corp.  Government agency obligations have different levels of credit support and, 
therefore, different degrees of credit risk.  Securities issued by agencies and instrumentalities of the U.S. government that 
are supported by the full faith and credit of the United States, such as the Federal Housing Administration and Ginnie 
Mae®, present little credit risk. Government agency obligations also include instruments issued by certain instrumentalities 
established or sponsored by the U.S. government, including the Federal Home Loan Banks, Fannie Mae®, and the Federal 
Home Loan Mortgage Corporation (‘‘FHLMC’’ or “Freddie Mac®”). Although these securities are issued, in general, under 
the authority of an Act of Congress, the U.S. government is not obligated to provide financial support to the issuing 
instrumentalities and these securities are neither insured nor guaranteed by the U.S. government. The U.S. Department of 
the Treasury has the authority to support FNMA and FHLMC by purchasing limited amounts of their respective 
obligations. In addition, the U.S. government has, in the past, provided financial support to FNMA and FHLMC with 
respect to their debt obligations. However, no assurance can be given that the U.S. government will always do so or would 
do so yet again. 
 
Variable and Floating Rate Instruments 
 
The Funds may purchase variable- and floating-rate instruments (including bank loans, which are discussed in the section 
“Bank Loans, Loan Participations and Assignments” above). These instruments may include variable amount master 
demand notes that permit the indebtedness thereunder to vary in addition to providing for periodic adjustments in the 
interest rate. These instruments may also include leveraged inverse floating-rate debt instruments, or “inverse floaters.” The 
interest rate of an inverse floater resets in the opposite direction from the market rate of interest on a security or interest to 
which it is related. An inverse floater may be considered to be leveraged to the extent that its interest rate varies by a 
magnitude that exceeds the magnitude of the change in the index rate of interest, and is subject to many of the same risks as 
derivatives. The higher degree of leverage inherent in inverse floaters is associated with greater volatility in their market 
values. Certain of these investments may be illiquid. The absence of an active secondary market with respect to these 
investments could make it difficult for a Fund to dispose of a variable or floating rate note if the issuer defaulted on its 
payment obligation or during periods that a Fund is not entitled to exercise its demand rights, and a Fund could, for these or 
other reasons, suffer a loss with respect to such instruments. 
 
Warrants 
 
A Fund has the ability to purchase warrants and similar rights, which are privileges issued by corporations enabling the 
owners to subscribe to and purchase a specified number of shares of the corporation at the specified price during a specified 
period of time.  Warrants do not represent ownership of the securities, but only the right to buy them.  Warrants have no 
voting rights, pay no dividends and have no rights with respect to the assets of the company issuing them.  Warrants differ 
from call options in that warrants are issued by the issuer of the security that may be purchased on their exercise, whereas 
call options may be written or issued by anyone.  The prices of warrants do not necessarily move parallel to the prices of 
the underlying securities. 
 
The purchase of warrants involves the risk that a Fund could lose the purchase value of a warrant if the right to subscribe to 
additional shares is not exercised prior to the warrant’s expiration.  Also, the purchase of warrants involves the risk that the 
effective price paid for the warrant added to the subscription price of the related security may exceed the value of the 
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subscribed security’s market price, such as when there is no movement in the level of the underlying security.  Under 
normal circumstances, no more than 5% of a Fund’s net assets will be invested in warrants.  This 5% limit includes 
warrants that are not listed on any stock exchange.  Warrants acquired by a Fund in units or attached to securities are not 
subject to these limits. 
 
When-Issued Purchases, Delayed Delivery and Forward Commitments 
 
A Fund may purchase or sell particular securities with payment and delivery taking place at a later date.  When a Fund 
agrees to purchase securities on a when-issued or delayed delivery basis or enter into a forward commitment to purchase 
securities, it will maintain Segregated Assets in accordance with pertinent SEC positions in an amount equal to the amount 
of the commitment. 
 
When-issued and forward commitment transactions involve the risk that the price or yield obtained in a transaction (and 
therefore the value of a security) may be less favorable then the price or yield (and therefore the value of a security) 
available in the market when the delivery of the securities takes place. 
 
If deemed advisable as a matter of investment strategy, a 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 a Fund on the 
settlement date.  In these cases, a Fund may realize a capital gain or loss. 
 
When a Fund engages in when-issued, delayed delivery and forward commitment transactions, it relies on the other party to 
consummate the trade.  Failure of such party to do so may result in a Fund incurring a loss or failing to receive a cumulative 
profit on the trade. 
 
The market value of the securities underlying a when-issued purchase or a forward commitment to purchase securities, and 
any subsequent fluctuations in their market value, are taken into account when determining the NAV of a Fund starting on 
the day the Fund agrees to purchase the securities. A Fund does not earn interest on the securities it has committed to 
purchase until they are paid for and delivered on the settlement date.  When a Fund makes a forward commitment to sell 
securities it owns, the proceeds to be received upon settlement are included in such Fund’s assets.  Fluctuations in the 
market value of the underlying securities are not reflected in the Fund’s NAV as long as the commitment remains in effect. 
 
Zero-Coupon, Delayed Interest and Capital Appreciation Securities 
 
A Fund may invest in zero-coupon, delayed interest, pay-in-kind (“PIK”) and capital appreciation securities, which are 
securities that make no periodic interest payments, but are sold at a deep discount from their face value.  The buyer 
recognizes a rate of return determined by the gradual appreciation of the security, which is redeemed at face value on a 
specified maturity date.  The discount varies depending on the time remaining until maturity, as well as market interest 
rates, the liquidity of the security, and the issuer’s perceived credit quality.  The discount, in the absence of financial 
difficulties of the issuer, typically decreases as the final maturity date approaches.  If the issuer defaults, the Fund may not 
receive any return on its investment.  Because such securities bear no interest and compound semi-annually at the rate fixed 
at the time of issuance, their value generally is more volatile than the value of other fixed income securities.  Since such 
bondholders do not receive interest payments, when interest rates rise, zero-coupon, delayed interest and capital 
appreciation securities fall more dramatically in value than bonds paying interest on a current basis.  When interest rates 
fall, zero-coupon, delayed interest and capital appreciation securities rise more rapidly in value because the bonds reflect a 
fixed rate of return.  An investment in zero-coupon, delayed interest and capital appreciation securities may cause a Fund to 
recognize income and make distributions to shareholders before it receives any cash payments on its investment.  To 
generate cash to satisfy distribution requirements, the Fund may have to sell portfolio securities that it otherwise would 
have continued to hold or to use cash flows from other sources such as the sale of Fund shares. 
 
PIK securities may be debt obligations or preferred shares that provide the issuer with the option of paying interest or 
dividends on such obligations in cash or in the form of additional securities rather than cash.  Similar to zero-coupon bonds 
and delayed interest securities, PIK securities are designed to give an issuer flexibility in managing cash flow.  PIK 
securities that are debt securities can be either senior or subordinated debt and generally trade flat (i.e., without interest).  
The trading price of PIK debt securities generally reflects the market value of the underlying debt plus an amount 
representing accrued interest since the last interest payment. 
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Disclosure of Portfolio Holdings 
 
The Board has adopted a policy and procedures relating to the disclosure of the Funds’ portfolio holdings information (the 
“Policy”).  Generally, the Policy restricts the disclosure of portfolio holdings data to certain persons or entities, under 
certain conditions.  In all cases, the Trust’s Chief Compliance Officer (or designee) is responsible for authorizing the 
disclosure of a Fund’s portfolio holdings, and for monitoring that the Funds do not accept compensation or consideration of 
any sort in return for the preferential release of portfolio holdings information.  Any such disclosure is made only if 
consistent with the general anti-fraud provisions of the federal securities laws and the Advisor’s fiduciary duties to its 
clients, including the Funds. 
 
The Trust’s Chief Compliance Officer and staff are responsible for monitoring the disclosure of portfolio holdings 
information and ensuring that any such disclosures are made in accordance with the Policy.  The Board has, through the 
adoption of the Policy, delegated the monitoring of the disclosure of portfolio holdings information to the Advisor’s 
compliance staff.  The Board reviews the Policy for operational effectiveness and makes revisions as needed, in order to 
ensure that the disclosures are in the best interest of the shareholders and to address any conflicts between the shareholders 
of the Funds and those of the Advisor or any other affiliate of the Funds. 
 
In accordance with the Policy, each Fund will disclose its portfolio holdings periodically, to the extent required by 
applicable federal securities laws.  These disclosures include the filing of a complete schedule of each Fund’s portfolio 
holdings with the SEC semi-annually on Form N-CSR and following the Fund’s first and third fiscal quarters, on Form N-
Q.  These filings are available to the public through the EDGAR Database on the SEC’s Internet website at:  
http://www.sec.gov.  The Funds also post their respective portfolio holdings on their website atwww.penncapitalfunds.com, 
subject to a month’s lag, on approximately the first business day following the calendar month end.  In addition, the Trust 
may, but is not required to, make publicly available, on a monthly and/or quarterly basis, information regarding each 
Fund’s top ten holdings (including name and percentage of the Fund’s assets invested in each such holding, and the 
aggregate percentage of the top ten holdings) and the percentage breakdown of the Fund’s investments by country, sector 
and industry, as applicable. This information may be made available through different means, including but not limited to 
marketing communications (including advertisements and sales literature), the transfer agent telephone customer service 
center, and the Trust’s website, www.penncapitalfunds.com. This information is typically available within 15 days after 
month-end and/or quarter-end, as applicable. The Trust’s Chief Compliance Officer (or designee) will conduct periodic 
reviews of compliance with the procedures established by the Policy. 
 
The Policy also provides that a Fund’s portfolio holdings information may be released to selected third parties only when 
the Fund has a legitimate business purpose for doing so and the recipients are subject to a duty of confidentiality (including 
appropriate related limitations on trading), either through the nature of their relationship with the Funds or through a 
confidentiality agreement.  Under the Policy, the Funds may share their portfolio holdings information with certain primary 
service providers that have a legitimate business need for such information, including, but not limited to, the Funds’ 
custodian; administrator; proxy voting vendor; third parties that deliver analytical, statistical or consulting services; 
financial printers; pricing information vendors; derivatives collateral managers; legal counsel and independent registered 
public accounting firm as well as rating and ranking organizations.  The Trust’s service arrangements with each of these 
entities include a duty of confidentiality (including appropriate limitations on trading) regarding portfolio holdings data by 
each service provider and its employees, either by law or by contract.  The frequency with which complete portfolio 
holdings may be disclosed to a service provider, and the length of lag, if any, between the date of information and the date 
on which the information is disclosed to the service provider, is to be determined based on the facts and circumstances, 
including, without limitation, the nature of the portfolio holdings information to be disclosed, the risk of harm to the Funds’ 
shareholders, and the legitimate fund business purposes served by such disclosure.  Neither the Advisor, the Funds nor any 
other person may pay or receive any compensation or other consideration of any type for the purpose of obtaining 
disclosure of Fund portfolio holdings or other investment positions.  “Consideration” includes any agreement to maintain 
assets in the Funds or in other investment companies or accounts managed by the Advisor or by any affiliated person of the 
Advisor. 
 
The Advisor may receive compensation for furnishing model portfolios of recommended investments to separate account 
clients (including non-affiliated mutual funds, sponsors of model delivery programs, and sponsors of wrap accounts) model 
portfolios, the composition of which may be similar to those of a Fund.  Such clients have access to their portfolio holdings 
and are not subject to the Policy.  In general, the provision of portfolio management services and/or model portfolio 
information to these other separate account clientswrap program sponsors is subject to contractual confidentiality 
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provisions andthat the separate account clientssponsor will only use such information in connection with their accountsthe 
program.  Finally, the Advisor may distribute to investment advisory clients analytical information concerning a model 
portfolio, which information may correspond substantially to the characteristics of a particular Fund’s portfolio, provided 
that the applicable Fund is not identified in any manner as being the model portfolio.  The potential provision of 
information in the various ways discussed in this paragraph is not subject to the Policy and is not deemed to be the 
disclosure of a Fund’s nonpublic portfolio holdings information.  As a result of a Fund’s inability to control the disclosure 
of information as noted above, there can be no guarantee that this information would not be used in a way that adversely 
impacts a Fund.  Nonetheless, a Fund has oversight processes in place to attempt to minimize this risk. 
 
Management of the Funds 
 
Board of Trustees 
 
The Board supervises the Funds’ management and affairs.  The Board consists of 3 individuals, 2 of whom are not 
“interested persons” of the Trust, as that term is defined in the 1940 Act (the “Independent Trustees”).  The Board 
establishes policies for the operation of the Funds and appoints the officers who conduct the Funds’ daily business.  The 
Trustees and officers of the Trust, and their years of birth are listed below together with their addresses, present positions 
with the Trust, term of office and length of time served with the Trust, principal occupations over at least the last five years, 
and other directorships/trusteeships held. 
 

Name, Address and 
Year of Birth 

Position 
with 
the Trust 

Term of 
Office 
and 
Length 
of Time 
Served 

Principal Occupation(s) 
During the 
Past Five Years 

Number of 
Portfolios in 
Fund 
Complex 
Overseen by 
Trustee 

Other Directorship/ 
Trusteeship 
Positions held by 
Trustee During the 
Past 5 Years 

Independent Trustees 

Dennis S. Hudson, III 
c/o Penn Capital 
Management Company, Inc. 
1200 Intrepid Avenue, 
Suite 400 
Philadelphia, Pennsylvania 
19112 
Year of Birth: 1955 
 

Trustee Since 
2015 

Chief Executive Officer (since 
1998) and Chairman (since 
2005), Seacoast Banking 
Corporation of Florida; 
Chairman and Chief Executive 
Officer, Seacoast National 
Bank (since 1992). 
 

7 Chesapeake Utilities 
Corporation (since 
2006). Martin Health 
System (medical) 
(since 2017) 

John R. Schwab 
c/o Penn Capital 
Management Company, Inc. 
1200 Intrepid Avenue, 
Suite 400 
Philadelphia, Pennsylvania 
19112 
Year of Birth: 1967    

Trustee Since 
2015 

Chief Financial Officer, 
Flagship Credit Corp. (since 
2015); Executive Vice 
President and Chief Financial 
Officer, The J.G. Wentworth 
Company (2013 to 2015); 
Executive Vice President and 
Chief Financial Officer, 
Expert Global Solutions (2004 
to 2012). 
 

7 None 
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Name, Address and 
Year of Birth 

Position 
with 
the Trust 

Term of 
Office 
and 
Length 
of Time 
Served 

Principal Occupation(s) 
During the 
Past Five Years 

Number of 
Portfolios in 
Fund 
Complex 
Overseen by 
Trustee 

Other Directorship/ 
Trusteeship 
Positions held by 
Trustee During the 
Past 5 Years 

Interested Trustee 

Richard A. Hocker* 
c/o Penn Capital 
Management Company, Inc. 
1200 Intrepid Avenue, 
Suite 400 
Philadelphia, Pennsylvania 
19112 
Year of Birth: 1946 
 

Trustee, 
President 
and 
Chairman 

Since 
2014 

Founder, Director, Chief 
Investment Officer and Chief 
Executive Officer, Penn 
Capital Management 
Company, Inc. (since 1987). 
 

7 None 

 

Name, Address and 
Year of Birth 

Position 
with the 
Trust 

Term of 
Office and 
Length of 
Time Served 

Principal Occupation(s) 
During the Past Five Years 

Officers of the Trust** 

Gerald McBride 
c/o Penn Capital Management Company, Inc. 
1200 Intrepid Avenue,  
Suite 400 
Philadelphia, Pennsylvania 19112 
Year of Birth: 1963 
 

Treasurer Since 2014 Chief Operating Officer and Chief Financial 
Officer, Penn Capital Management Company, Inc. 
(since 2007). 

Lisa L.B. Matson 
c/o Penn Capital Management Company, Inc. 
1200 Intrepid Avenue,  
Suite 400 
Philadelphia, Pennsylvania 19112 
Year of Birth: 1970 

Secretary Since2014 General Counsel, Penn Capital Management 
Company, Inc. (since 2014); Senior Counsel and 
Assistant Vice President, Lincoln Financial 
Group, Inc., and Assistant Secretary, Lincoln 
Investment Advisors Corp., Lincoln Variable 
Insurance Products Trust and Lincoln Advisors 
Trust (2012 to 2014); Associate Counsel, The 
Vanguard Group, Inc. (2002 to 2012) 
 

Jack P. Huntington 
10 High Street, Suite 302 
Boston, MA 02110 
Year of Birth: 1970 

Chief 
Compliance 
Officer 

Since2015 Fund Chief Compliance Officer, Foreside Fund 
Officer Services, LLC (since 2015); Senior Vice 
President of Regulatory Administration, Citi Fund 
Services Ohio, Inc. (2008 to 2015). 

* Richard A. Hocker is a Trustee who is an “interested person” of the Trust as defined in the 1940 Act due to his position with the 
Advisor. 

** Each Officer serves at the pleasure of the Board. 
 
Leadership Structure, Qualifications and Responsibilities of the Board of Trustees 
 
The Role of the Board 
 
The Board oversees the Trust’s management and operations.  Like all mutual funds, the Trust’s day-to-day management 
and operation is the responsibility of the various service providers, such as the Advisor, the Distributor, the Administrator, 
the Custodian, and the Transfer Agent, each of whom are discussed in greater detail in this SAI.  In conducting this 
oversight, the Board receives regular reports from the Trust’s officers and service providers.  The Board has appointed a 
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Chief Compliance Officer who administers the Trust’s compliance program and regularly reports to the Board as to 
compliance matters.  These reports are provided as part of formal Board Meetings, which are typically held quarterly, in 
person, and involve the Board’s review of recent operations in compliance with the reports required by Rule 38a-1 under 
the 1940 Act.  The Board’s role is one of oversight and not day-to-day management over the Trust’s affairs. 
 
Board Structure, Leadership 
 
The Board has structured itself in a manner that it believes allows it to perform its oversight function effectively.  It has 
established a Nominating Committee and an Audit Committee. Each Committee is discussed in greater detail below under 
“Trust Committees”.  A majority of the Board is comprised of Trustees who are Independent Trustees, and are not affiliated 
with the Advisor, the principal underwriter, or their affiliates. 
 
The majority of the Board is comprised of Independent Trustees, which the Board believes will allow the Board to operate 
in a manner that provides for an appropriate level of independent action and oversight.  The Independent Trustees meet in a 
separate quarterly session in conjunction with each quarterly meeting during which they review matters relating to their 
independent oversight. The Independent Trustees have determined that because they comprise a majority of the Board, they 
can act independently and effectively without having an Independent Trustee serving as Chairman of the Board or as a lead 
independent trustee. 
 
The Board reviews its structure and the structure of its Committees annually.  The Board has determined that the 
composition of the Board and the function and composition of its various Committees are appropriate means to address any 
potential conflicts of interest that may arise. 
 
Board Oversight of Risk Management 
 
As part of its oversight function, the Board receives and reviews various risk management reports and discusses these 
matters with appropriate management and other personnel.  Because risk management is a broad concept comprised of 
many elements (e.g., investment risk, issuer and counterparty risk, compliance risk, operational risks, business continuity 
risks, etc.), the oversight of different types of risks is handled in different ways.  For example, the Audit Committee meets 
with the Treasurer and the Trust’s independent registered public accounting firm to discuss, among other things, the 
internal control structure of the Trust’s financial reporting function.  The Board meets regularly with the Chief Compliance 
Officer to discuss compliance and operational risks and how they are managed.  With respect to investment risks, the Board 
receives reports from the Advisor describing and analyzing the investment performance of the Funds. The Board discusses 
these reports and the performance of the Funds and investment risks with management of the Advisor at the Board’s regular 
meetings.  The Board also approves any material changes to a Fund’s investment policies or restrictions. 
 
With respect to valuation, the Board reviews fair valuation reports at quarterly meetings that enable the Board to monitor 
fair valued securities in the Funds. Such reports also include information concerning illiquid securities held by the Funds. In 
addition, the Audit Committee reviews valuation procedures and pricing results with the Trust’s independent registered 
public accounting firm in connection with such Committee’s review of the results of the audit of each Fund’s year end 
financial statements.  
 
Information about Each Trustee’s Qualification, Experience, Attributes or Skills 
 
The Board believes that each Trustee has the qualifications, experience, attributes and skills appropriate to his continued 
service as Trustee.  In addition to a demonstrated record of business and/or professional accomplishment, each Trustee has 
demonstrated a commitment to discharging his oversight duties in the interests of shareholders.  The Board annually 
conducts a “self-assessment” wherein the effectiveness of the Board and individual Trustees is reviewed. 
 
In addition to the information provided in the chart above, below is a brief description of the experience and attributes of 
each Trustee that led the Board to conclude that each Trustee is qualified to serve as Trustee.  The information is not all-
inclusive.  Many of the Trustee’s attributes and skills involve intangible elements, such as intelligence, integrity, work 
ethic, the ability to work collectively, the ability to communicate effectively, the ability to exercise judgment, to ask 
incisive questions, and a commitment to shareholder interests. 
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Dennis S. Hudson, III. Mr. Hudson currently serves as the Chief Executive Officer of Seacoast Banking Corporation of 
Florida (since 1998) and as its Chairman (since 2005). Mr. Hudson has also served as Chairman and Chief Executive 
Officer of Seacoast National Bank (since 1992).  Mr. Hudson has held various positions at Seacoast Banking Corporation 
of Florida and Seacoast National Bank since joining both in 1978.  Mr. Hudson also currently serves on the Board of 
Directors of Chesapeake Utilities Corporation, a public gas and electric utilities company (since 2006).  Mr. Hudson 
additionally serves on the Board of Directors of Community Foundation for Palm Beach and Martin County and the Board 
of Directors of Martin Health System, a non-profit health care organization (since 2017). Previously, he served on the 
Board of Directors of the Miami Branch of the Federal Reserve Bank of Atlanta (2005 – 2010).  Mr. Hudson is actively 
involved in the community, having previously served on the boards of Martin County YMCA Foundation, Council on 
Aging, The Pine School, the Job Training Center, American Heart Association, Martin County United Way, the Historical 
Society of Martin County and Economic Council of Martin County as chairman.  He has been recognized for his 
achievements with several awards including the Florida Senate Medallion of Excellence Award presented by Florida 
Senator Ken Pruitt in 2001. 
 
John R. Schwab. Mr. Schwab is the Chief Financial Officer at Flagship Credit Corp. and is responsible for the overall 
financial management of the company.  Previously, he served as the Executive Vice President and Chief Financial Officer 
of The J.G. Wentworth Company™ (2013-2015), where he was responsible for financial management, financial reporting 
and corporate functions including controllership, treasury and tax compliance. Prior to joining The J.G. Wentworth 
Company in 2013, Mr. Schwab held a number of senior positions with Expert Global Solutions, Inc. (global business 
outsourcing), including Executive Vice President of Corporate Strategy (2012) and Chief Financial Officer (2006-2012). 
He served as the Chief Financial Officer for RMH Teleservices (outsourced telemarketing) (2003-2004) and Inrange 
Technologies (technology service provider) (2000-2003). Mr. Schwab also spent eleven years at Arthur Andersen 
(accounting) (1989-2000) as a Senior Manager and Certified Public Accountant. 
 
Richard A. Hocker. Mr. Hocker is the Founder, Director, Chief Investment Officer and Chief Executive Officer of the 
Advisor. Mr. Hocker founded the Advisor in 1987 and guides the overall portfolio strategy.  His investing and institutional 
non-investment grade corporate lending experience spans over forty years. While serving as a Partner for Delaware 
Investment Advisors (DIA) from 1977 to 1987, Mr. Hocker built the investment side of DIA’s fixed income operation.  
During this period, he developed and managed one of the nation’s first high yield mutual funds, the Delchester High Yield 
Bond Fund. Prior to DIA, Mr. Hocker started his career in corporate lending and served as Head of the Investment Division 
of Provident National Bank, a $3 billion regional bank, which is now a part of PNC.  Mr. Hocker also founded Covenant 
Bank, a NJ based regional bank which grew to 16 branches before being acquired by Wachovia Corporation in 1997.  Mr. 
Hocker founded and serves on the Board of Directors of the Ethel Mae Hocker Foundation. 
 
Trust Committees 
 
The Nominating Committee, comprised of all the Independent Trustees, is responsible for identifying, evaluating and 
nominating candidates for consideration as Trustees and meets only as necessary.  While the Nominating Committee is 
solely responsible for the selection and nomination of Trustee candidates, the Nominating Committee may consider 
nominees recommended by Fund shareholders. The Nominating Committee will consider recommendations for nominees 
from shareholders sent to the Secretary of the Trust, c/o Penn Capital Management Company, Inc., 1200 Intrepid Avenue, 
Suite 400, Philadelphia, Pennsylvania 19112. A nomination submission must include all information relating to the 
recommended nominee that is required to be disclosed in solicitations or proxy statements for the election of Trustees, as 
well as information sufficient to evaluate the individual’s qualifications. Nomination submissions must be accompanied by 
a written consent of the individual to stand for election if nominated by the Board and to serve if elected by the 
shareholders, and such additional information must be provided regarding the recommended nominee as reasonably 
requested by the Nominating Committee. The Nominating Committee did not meet during the fiscal year ended June 30, 
2017. 
 
The Audit Committee is comprised of all the Independent Trustees.  The Audit Committee oversees the Funds’ financial 
reporting processes.  The Audit Committee’s function is to review the scope and results of the audit and any matters 
bearing on the audit or a Fund’s financial statements and to ensure the integrity of a Fund’s pricing and financial reporting. 
The Audit Committee met three times during the fiscal year ended June 30, 2017. 
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Trustee Ownership of Fund Shares and Other Interests 
 

The following table shows the dollar range of equity securities beneficially owned by the Trustees in each Fund and in all 
registered investment companies overseen by the Trustees in the Penn Capital Fund Complex as of December 31, 2016.  
 

Fund 
Dennis S. Hudson, III 
Independent Trustee 

John R. Schwab 
Independent Trustee 

Richard A. Hocker 
Interested Trustee 

Penn Capital Defensive Floating Rate Income Fund None None Over $100,000 
Penn Capital Defensive Short Duration High Income Fund* N/A N/A N/A 
Penn Capital Multi-Credit High Income Fund None None Over $100,000 
Penn Capital Managed Alpha SMID Cap Equity Fund None None Over $100,000 
Penn Capital Special Situations Small Cap Equity Fund None None Over $100,000 
Penn Capital Micro Cap Equity Fund* N/A N/A N/A 
Penn Capital Enterprise Value Small Cap Equity Fund* N/A N/A N/A 
Aggregate Dollar Range of Equity Securities in All 
Registered Investment Companies Overseen by Trustee in 
the Penn Capital Fund Complex None None Over $100,000 
* The Penn Capital Defensive Short Duration High Income Fund, the Penn Capital Micro Cap Equity Fund, and the Penn Capital 

Enterprise Value Small Cap Equity Fund had not commenced operations as of December 31, 2016. 
 

None of the Independent Trustees nor members of their immediate family, own securities beneficially or of record in the 
Advisor, the Funds’ principal underwriter, or any of their affiliates. During the two most recently completed calendar years, 
neither the Independent Trustees nor members of their immediate family, have had a direct or indirect interest, the value of 
which exceeds $120,000, in the Advisor, the Trust’s principal underwriter, or any of its affiliates. 
 

As of September 30, 2017, the Trustees and officers, as a group, owned the following percentage of the outstanding shares 
of the Institutional Class of each Fund. The following table indicates ownership amounts of the Advisor, which is 
under the control of Richard A. Hocker, the Interested Trustee. No information is provided for Investor Class shares 
because shares of that class had not yet been issued as of September 30, 2017.  
 

Fund 
Ownership by 

the Advisor 

Beneficial 
Ownership by 

Individuals Total 
Penn Capital Defensive Floating Rate Income Fund 50.24% 17.20% 67.44% 
Penn Capital Defensive Short Duration High Income Fund 45.34% 13.40% 58.74% 
Penn Capital Multi-Credit High Income Fund 7.34% 26.92% 34.26% 
Penn Capital Managed Alpha SMID Cap Equity Fund 15.80% 5.42% 21.22% 
Penn Capital Special Situations Small Cap Equity Fund 6.87% 1.10% 7.97% 
Penn Capital Micro Cap Equity Fund* N/A N/A N/A 
Penn Capital Enterprise Value Small Cap Equity Fund* N/A N/A N/A 
* As of September 30, 2017, the Penn Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund 

had not commenced operations. 
 

Compensation 
 

Each Independent Trustee receives a quarterly retainer as well as a per meeting fee for each meeting they attend.  The Audit 
Committee Chair receives an additional quarterly fee for his Chairmanship. The Independent Trustees are reimbursed for 
the travel and other expenses they incur in attending Board meetings. No officer or Trustee of the Trust who is also an 
officer or employee of the Advisor receives any compensation from the Trust for services to the Trust. During the fiscal 
year ended June 30, 2017, the Independent Trustees received the compensation indicated in the table below: 
 

Name  

Aggregate 
Compensation 
from the Trust  

Pension Retirement 
Benefits Accrued as Part 

of Trust Expenses  

Estimated Annual 
Benefits Upon 

Retirement  

Total Compensation 
from the Penn Capital 

Fund Complex 
         

Dennis S. Hudson, III.  $16,000  $0  $0  $16,000 
John R. Schwab  $20,000  $0  $0  $20,000 
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Principal Holders, Control Persons and Management Ownership 
 
A principal shareholder is any person who owns of record or beneficially 5% or more of the outstanding shares of any  
Fund.  A control person is one who owns beneficially or through controlled companies more than 25% of the voting 
securities of a company or acknowledges the existence of control.  Note that a control person possesses the ability to 
control the outcome of matters submitted for shareholder vote of the Trust. 
 
For so long as the Advisor has a greater than 25% interest in the Funds, the Advisor may be deemed to be a “control 
person” of the Funds for purposes of the 1940 Act.  Richard A. Hocker, through his beneficial ownership of Fund shares 
and position with and ownership interest in the Advisor, may be considered a “control person” of the Funds for purposes of 
the 1940 Act.  
 
As of September 30, 2017, the following shareholders owned 5% or more of the outstanding shares of the Funds: 
 
Penn Capital Defensive Floating Rate Income Fund – Institutional Class 

Name and Address % Ownership 
Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

50.24% 

Ethel Mae Hocker Foundation* 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

13.41% 

Richard A. Hocker Revocable Trust 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

12.48% 

Charles Schwab & Co., Inc.* 
Special Custody Account  
Attn: Mutual Funds 
211 Main Street 
San Francisco, CA 94105-1905 

12.81% 

 
Penn Capital Defensive Short Duration High Income Fund – Institutional Class 

Name and Address % Ownership 
Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

45.34% 

Ethel Mae Hocker Foundation 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

21.31% 

Interactive Brokers LLC* 
One Pickwick Plaza 
Greenwich, CT 06830-5551 

20.63% 
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Penn Capital Multi-Credit High Income Fund – Institutional Class 
Name and Address % Ownership 
Richard A. Hocker Revocable Trust 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

26.11% 

Ethel Mae Hocker Foundation 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

18.17% 

Kate Spade & Company Foundation* 
2 Park Avenue 
New York, NY 10016 
 

12.31% 

U.S. Bank N.A.* 
W.P.B. IRA 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

7.92% 

Alerus Financial* 
FBO Alerus EB Accounts 
2300 South Columbia Road 
Grand Forks, ND 58201-5826 
 

7.78% 

Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 

7.34% 

 
Penn Capital Managed Alpha SMID Cap Equity Fund 

Name and Address % Ownership 
T. Harris 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

24.74% 

Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

15.80% 

U.S. Bank N.A.* 
W.P.B. IRA 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

13.70% 

E. Harris 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 
 

7.80% 
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Name and Address % Ownership 
G.F. Trust 
c/o Penn Capital Management 
1200 Intrepid Avenue, Suite 400 
Philadelphia, PA 19112 

7.15% 

* Owner of record. 
 
As of September 30, 2017, the Penn Capital Micro Cap Equity Fund, Penn Capital Enterprise Value Small Cap Equity Fund 
had not commenced operations and the Investor Class shares of the Penn Capital Defensive Floating Rate Income Fund, 
Penn Capital Defensive Short Duration High Income Fund, Penn Capital Multi-Credit High Income Fund, Penn Capital 
Managed Alpha SMID Cap Equity Fund and Penn Capital Special Situations Small Cap Equity Fund were not offered for 
purchase. 
 
Investment Advisor 
 
Penn Capital Management Company, Inc., (the “Advisor”), a Delaware Corporation located at 1200 Intrepid Avenue, Suite 
400, Philadelphia, Pennsylvania 19112, serves as the Funds’ investment advisor.  Founded in 1987 by Richard A. Hocker, 
the Advisor is 100% employee owned.  Mr. Hocker, as Director, Chief Investment Officer and Chief Executive Officer of 
the Advisor and through his ownership interest in the Advisor, could be deemed a controlling person of the Advisor.  The 
Advisor is an SEC-registered investment adviser. 
 
The Board has approved the Advisory Agreement between the Advisor and the Trust, on behalf of each Fund.  Under the 
Advisory Agreement, the Advisor furnishes, at its own expense, all services, facilities and personnel necessary in 
connection with managing each Fund’s investments and effecting portfolio transactions.  The Advisor also may pay fees to 
certain brokers/dealers to have the Funds available for sale through such institutions, as well for certain shareholder 
services provided to customers purchasing Fund shares through such institutions. 
 
For its services under the Advisory Agreement, the Advisor receives an advisory fee from each Fund as shown below.  The 
Advisor’s fee is calculated as a percentage of each Fund’s average daily net assets and is assessed to each share class based 
on the average daily net assets of the class.  The Advisor’s fee is accrued daily and paid monthly based on the average daily 
net assets for the prior month. 
 

Fund Advisory Fee 
Penn Capital Defensive Floating Rate Income Fund 0.55%(1) 

Penn Capital Defensive Short Duration High Income Fund 0.45% 
Penn Capital Multi-Credit High Income Fund 0.69% 
Penn Capital Managed Alpha SMID Cap Equity Fund 0.90% 
Penn Capital Special Situations Small Cap Equity Fund 0.95% 
Penn Capital Micro Cap Equity Fund 1.00% 
Penn Capital Enterprise Value Small Cap Equity Fund 0.80% 
(1) Rate shown was effective as of July 31, 2017.  Prior to July 31, 2017, the Fund’s contractual 

advisory fee rate was 0.69%. 
 
With respect to each Fund other than the Penn Capital Defensive Short Duration High Income Fund and the Penn Capital 
Multi-Credit High Income Fund the Advisor has contractually agreed to waive its fees and/or pay Fund expenses so that the 
total annual operating expenses of the Funds (excluding any acquired fund fees and expenses, taxes, interest, brokerage 
fees, certain insurance costs, and extraordinary and other non-routine expenses) do not exceed the amounts shown below. 
With respect to the Penn Capital Defensive Short Duration High Income Fund, and the Penn Capital Multi-Credit High 
Income Fund, the Advisor has contractually agreed to waive its fees and/or pay Fund expenses so that the total annual 
operating expenses of the Fund (including any acquired fund fees and expenses incurred by the Fund as a result of its 
investments in other investment companies managed by the Advisor, but excluding any acquired fund fees and expenses 
incurred by the Fund as a result of its investments in unaffiliated investment companies, taxes, interest, brokerage fees, 
certain insurance costs, and extraordinary and other non-routine expenses) do not exceed the amounts shown below.  The 
Advisor and the Board have determined that the expense limitation agreement will remain in place through the period 
ending October 30, 2018 and will be reviewed each year, at which time the continuation of the expense limitation 
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agreement will be discussed by the Advisor and the Board. The expense limitation agreement also provides that the Advisor 
is entitled to be reimbursed by a Fund for any fees it waived and/or expenses it paid for a period of three years following 
the date of the fee waiver or payment, to the extent such reimbursement will not cause the Fund to exceed any applicable 
expense limit that was in place when the fees were waived or expenses paid. 
 

Fund 

Institutional Class 
Waiver (Operating 

Expenses not to exceed 
amounts shown) 

Investor Class Waiver 
(Operating Expenses not 

to exceed amounts 
shown) 

   
Penn Capital Defensive Floating Rate Income Fund* 0.64% 0.89% 
Penn Capital Defensive Short Duration High Income Fund 0.54% N/A** 
Penn Capital Multi-Credit High Income Fund 0.72% 0.97% 
Penn Capital Managed Alpha SMID Cap Equity Fund 1.06% 1.31% 
Penn Capital Special Situations Small Cap Equity Fund 1.09% 1.34% 
Penn Capital Micro Cap Equity Fund 1.19% N/A** 
Penn Capital Enterprise Value Small Cap Equity Fund 0.99% N/A** 
* Prior to July 31, 2017, the Fund’s expense limits were 0.74% and 0.99% for Institutional Class shares and Investor Class shares, 

respectively. 
** Investor Class Shares are not offered by the Fund. 
 
During the fiscal periods indicated below, the following Funds paid advisory fees to the Advisor, and the Advisor waived 
fees and/or reimbursed expenses, as indicated in the following table: 
 
 

Advisory Fee 
Accrued 

Advisory Fee Waived 
and/or Expenses 

Reimbursed 
Net Advisory Fee 

Received 
Penn Capital Defensive Floating Rate Income 
Fund 

   

Fiscal Period Ended June 30, 2016(1) $69,922 $205,304 $0 
Fiscal Year Ended June 30, 2017 $149,112 $261,441 $0 
    
Penn Capital Multi-Credit High Income Fund    
Fiscal Period Ended June 30, 2016(1) $26,811 $171,803 $0 
Fiscal Year Ended June 30, 2017 $59,375 $218,116 $0 
    
Penn Capital Managed Alpha SMID Cap 
Equity Fund 

   

Fiscal Period Ended June 30, 2016(1) $49,213 $146,572 $0 
Fiscal Year Ended June 30, 2017 $92,651 $162,111 $0 
    
Penn Capital Special Situations Small Cap 
Equity Fund 

   

Fiscal Period Ended June 30, 2016(2) $26,858 $128,464 $0 
Fiscal Year Ended June 30, 2017 $136,900 $158,820 $0 
(1) The Fund commenced operations on December 1, 2015. 
(2) The Fund commenced operations on December 18, 2015. 
 
No advisory fee information is provided for the Penn Capital Defensive Short Duration High Income Fund, the Penn 
Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund because such Funds had not 
commenced operations as of the fiscal year ended June 30, 2017. 
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Portfolio Managers 
 

Other Accounts Under Management.  The table below identifies, for each portfolio manager of each Fund, the number of 
accounts managed (excluding the Funds) and the total assets in such accounts, within each of the following categories: 
registered investment companies, other pooled investment vehicles, and other accounts. Information in the table is shown as 
of June 30, 2017.  Asset amounts are approximate and have been rounded. 
 

Portfolio Manager 
Other Accounts 

Total Accounts Accounts with Performance Fees 

Number 
Assets 

($ Millions) Number 
Assets 

($ Millions) 
Richard A. Hocker     

Registered Investment Companies 5 $258.4 1 $18 
Other Pooled Investment Vehicles 11 552.7 0 -- 
Other Accounts 120 3,422.1 6 531.3 

     

Peter R. Duffy, CFA     

Registered Investment Companies 0 -- 0 -- 

Other Pooled Investment Vehicles 4 $242.6 0 -- 

Other Accounts 48 1,656.5 0 -- 
     

Eric J. Green, CFA     

Registered Investment Companies 1 $70.5 0 -- 
Other Pooled Investment Vehicles 1 3.3 0 -- 
Other Accounts 71 952.3 1 $17.7 

     

David H. Jackson     
Registered Investment Companies 0 -- 0 -- 
Other Pooled Investment Vehicles 3 126.6 1 5.5 
Other Accounts 10 742.0 5 473.2 

     

Joseph C. Maguire, CFA     
Registered Investment Companies 1 18.0 1 18.0 
Other Pooled Investment Vehicles 1 6.2 0 -- 
Other Accounts 17 48.7 0 -- 

     

J. Paulo Silva     

Registered Investment Companies 0 -- 0 -- 
Other Pooled Investment Vehicles 1 5.3 0 -- 
Other Accounts 9 130.9 1 57.9 

     

Martin A. Smith     

Registered Investment Companies 0 -- 0 -- 
Other Pooled Investment Vehicles 1 29.2 0 -- 
Other Accounts 9 512.3 5 473.2 

Portfolio Manager Compensation 
 

Compensation. 
 

The Advisor compensation plans are designed to incentivize employees responsible for investment management and 
trading.  Compensation plans include salaries commensurate with experience, investment performance-based bonuses, 
profit participation plan and equity ownership for selected individuals.  Salary is determined by certain factors including 
experience, leadership, management, and contributions to the strategic planning and decision-making within the investment 
processes. The investment performance-based bonuses are based on certain factors, including but not limited to, investment 
returns as relative to the Fund’s benchmark over the 1, 3 and 5-year periods, volatility measurements and individual 
professional investment performance attribution. Profit participation awards and stock ownership eligibility are awarded 
based on distinguishing accomplishments to the investment process and/or the Advisor’s business.  Compensation plans of 
employees responsible for investment management is managed by the Advisor’s executive committee. 
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Potential Conflicts of Interest  
 
Potential conflicts of interest may arise when a Fund’s portfolio manager has day-to-day management responsibilities with 
respect to one or more other funds or accounts, as is the case for the Funds’ portfolio managers. 
 
The Advisor and the Funds have adopted compliance policies and procedures that are designed to address various conflicts 
of interest that may arise for the Advisor and the individuals that it employs. For example, the Advisor seeks to minimize 
the effects of competing interests for the time and attention of portfolio managers by assigning portfolio managers to 
manage funds and accounts that share a similar investment style. The Advisor has also adopted trade allocation procedures 
that are designed to facilitate the fair allocation of limited investment opportunities among multiple funds and accounts. 
There is no guarantee, however, that these policies and procedures will be able to detect and/or prevent every situation in 
which an actual or potential conflict may appear. 
 
These potential conflicts include: 
 
Allocation of Limited Time and Attention. A portfolio manager who manages multiple funds and/or accounts may devote 
unequal time and attention to the management of those funds and/or accounts. As a result, the portfolio manager may not be 
able to focus on the investment opportunities for each of those accounts as fully as might be the case if he or she were to 
devote attention to a single fund. 
 
Allocation of Limited Investment Opportunities. If a portfolio manager identifies a limited investment opportunity that may 
be suitable for multiple funds and/or accounts, the opportunity may be allocated among these several funds or accounts, 
which may limit a single fund’s ability to take full advantage of the investment opportunity. 
 
Pursuit of Differing Strategies. At times, a portfolio manager may determine that an investment opportunity may be 
appropriate for only some of the funds and/or accounts for which he or she exercises investment responsibility, or may 
decide that certain of the funds and/or accounts should take differing positions with respect to a particular security. In these 
cases, the portfolio manager may place separate transactions for one or more funds or accounts which could affect the 
market price of the security or the execution of the transaction, or both, to the detriment or benefit of one or more other 
funds and/or accounts. 
 
Selection of Brokers/Dealers. Portfolio managers may be able to select or influence the selection of the brokers and dealers 
that are used to execute securities transactions for the funds and/or account that they supervise. In addition to executing 
trades, some brokers and dealers provide portfolio managers with brokerage and research services (as those terms are 
defined in Section 28(e) of the Securities Exchange Act of 1934, as amended (the “1934 Act”)), which may result in the 
payment of higher brokerage fees than might have otherwise been available. These services may be more beneficial to 
certain funds or accounts than to others. 
 
Variation in Compensation. A conflict of interest may arise where the financial or other benefits available to the portfolio 
manager differ among the funds and/or accounts that he or she manages. If the structure of the Advisor’s management fee 
and/or the portfolio manager’s compensation differs among funds and/or accounts (such as where certain funds or accounts 
pay higher management fees or performance-based management fees), the portfolio manager might be motivated to help 
certain funds and/or accounts over others. 
 
Portfolio Managers Ownership in the Funds. 
 
Portfolio Managers Ownership in the Funds. As of June 30, 2017, each portfolio manager that retained decision making 
authority over a Fund’s management beneficially owned the following dollar range of shares of such Fund: 
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Fund/Portfolio Manager 

 Dollar Range of 
Beneficial Ownership in 
the Fund as of 6/30/17 

   
Penn Capital Defensive Floating Rate Income Fund   
Richard A. Hocker  Over $1,000,000 
David H. Jackson*  None 
   
Penn Capital Defensive Short Duration High Income Fund**   
Richard A. Hocker  Over $1,000,000 
Peter R. Duffy, CFA  $50,001 - $100,000 
   
Penn Capital Multi-Credit High Income Fund   
Richard A. Hocker  Over $1,000,000 
Martin A. Smith  $100,001 - $500,000 
David H. Jackson  $50,001 - $100,000 
   
Penn Capital Managed Alpha SMID Cap Equity Fund   
Richard A. Hocker  Over $1,000,000 
Eric J. Green, CFA  $10,001-$50,000 
Joseph C. Maguire, CFA  $100,000-$500,000 
   
Penn Capital Special Situations Small Cap Equity Fund   
Richard A. Hocker  Over $1,000,000 
Eric J. Green, CFA  $100,000-$500,000 
   
Penn Capital Micro Cap Equity Fund***   
Richard A. Hocker  N/A 
Paulo Silva  N/A 
   
Penn Capital Enterprise Value Small Cap Equity Fund***   
Richard A. Hocker  N/A 
Paulo Silva  N/A 
* Mr. Jackson began managing the Fund on July 7, 2017.  Accordingly, information with respect to Mr. 

Jackson’s ownership in the Fund is provided as of August 31, 2017. 
** The Fund commenced operations on July 17, 2017, therefore data provided is as of September 30, 2017. 
*** The Fund has not yet commenced operations. 

 
Service Providers 
 
The Trust entered into a number of agreements whereby certain parties provide various services to the Funds. 
 
Distributor 
 
Distribution Services 
 
Foreside Fund Services, LLC (the “Distributor”) is the distributor (also known as principal underwriter) of the shares of the 
Funds and is located at Three Canal Plaza, Suite 100, Portland, Maine 04101. The Distributor is a registered broker-dealer 
and is a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”). 
 
Under a Distribution Agreement with the Trust, the Distributor acts as the agent of the Trust in connection with the 
continuous offering of shares of the Funds. The Distributor continually distributes shares of the Funds on a best efforts 
basis. The Distributor has no obligation to sell any specific quantity of Fund shares. The Distributor and its officers have no 
role in determining the investment policies or which securities are to be purchased or sold by the Trust. 
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The Distributor may enter into agreements with selected broker-dealers, banks or other financial intermediaries for 
distribution of shares of the Funds. With respect to certain financial intermediaries and related fund “supermarket” platform 
arrangements, the Funds and/or the Advisor, rather than the Distributor, typically enter into such agreements. These 
financial intermediaries may charge a fee for their services and may receive shareholder service or other fees from parties 
other than the Distributor. These financial intermediaries may otherwise act as processing agents and are responsible for 
promptly transmitting purchase, redemption and other requests to the Funds. 
 
Investors who purchase shares through financial intermediaries will be subject to the procedures of those intermediaries 
through which they purchase shares, which may include charges, investment minimums, cutoff times and other restrictions 
in addition to, or different from, those listed herein. Information concerning any charges or services will be provided to 
customers by the financial intermediary through which they purchase shares. Investors purchasing shares of the Funds 
through financial intermediaries should acquaint themselves with their financial intermediary’s procedures and should read 
the Prospectus in conjunction with any materials and information provided by their financial intermediary. The financial 
intermediary, and not its customers, will be the shareholder of record, although customers may have the right to vote shares 
depending upon their arrangement with the intermediary. The Distributor does not receive compensation from the Funds for 
its distribution services except the distribution/service fees with respect to the shares of those classes for which a Rule 12b-
1 plan is effective, as applicable. The Advisor pays the Distributor a fee for certain distribution-related services. During the 
fiscal year ended June 30, 2017, the Distributor received $0 from the Trust. 
 
The Distribution Agreement has an initial term of up to two years and will continue in effect only if such continuance is 
specifically approved at least annually by the Board or by vote of a majority of a Fund’s outstanding voting securities in 
accordance with the 1940 Act. The Distribution Agreement is terminable without penalty by the Trust on behalf of a Fund 
on no less than 60 days’ written notice when authorized either by a vote of a majority of the outstanding voting securities of 
the Fund or by vote of a majority of the Board, including a majority of the Independent Trustees who have no direct or 
indirect financial interest in the operation of the Distribution Agreement, or by the Distributor, and will automatically 
terminate in the event of its “assignment” (as defined in the 1940 Act). 
 
Fund Transfer Agent, Administrator and Accountant 
 
U.S. Bancorp Fund Services, LLC (“USBFS”) provides accounting and administrative services and shareholder servicing to 
the Funds as transfer agent and dividend disbursing agent.  USBFS’ address is 615 East Michigan Street, Milwaukee, 
Wisconsin 53202.  The services provided under the Transfer Agent Servicing Agreement include processing purchase and 
redemption transactions; establishing and maintaining shareholder accounts and records; disbursing dividends declared by 
the Funds; day-to-day administration of matters related to the existence of the Trust under state law (other than rendering 
investment advice); maintenance of its records; preparation, mailing and filing of reports; and assistance in monitoring the 
total number of shares sold in each state for “Blue Sky” purposes. 
 
Pursuant to a Fund Administration Servicing Agreement and a Fund Accounting Servicing Agreement, each between 
USBFS and the Trust, USBFS also performs certain administrative, accounting and tax reporting functions for the Funds, 
including preparing and filing federal and state tax returns, preparing and filing securities registration compliance filings 
with various states, compiling data for and preparing notices to the SEC, assistance in the preparation of the Funds’ 
registration statement under federal and state securities laws, preparing financial statements for the Annual and Semi-
Annual Reports, monitoring the Funds’ expense accruals, calculating the daily NAV for each Fund, and monitoring the 
Funds’ compliance with their investment objectives and restrictions. 
 
During the fiscal periods indicated below, the Funds paid the following administration fees to USBFS: 
 

 Administration Fee 
Paid to USBFS 

  
Penn Capital Defensive Floating Rate Income Fund  
Fiscal period ended June 30, 2016(1) $57,433 
Fiscal year ended June 30, 2017 $117,417 
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 Administration Fee 
Paid to USBFS 

Penn Capital Multi-Credit High Income Fund  
Fiscal period ended June 30, 2016(1) $48,279 
Fiscal year ended June 30, 2017 $95,660 
  
Penn Capital Managed Alpha SMID Cap Equity Fund  
Fiscal period ended June 30, 2016(1) $34,600 
Fiscal year ended June 30, 2017 $57,423 
  
Penn Capital Special Situations Small Cap Equity Fund  
Fiscal period ended June 30, 2016(2) $32,186 
Fiscal year ended June 30, 2017 $57,340 

(1) The Fund commenced operations on December 1, 2015. 
(2) The Fund commenced operations on December 18, 2015. 

 
No administration fee information is provided for the Penn Capital Defensive Short Duration High Income Fund, the Penn 
Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund because such Funds had not 
commenced operations as of the fiscal year ended June 30, 2017. 
 
Custodian 
 
U.S. Bank N.A., an affiliate of USBFS, is the custodian of the assets of the Funds (“Custodian”) pursuant to a custody 
agreement between the Custodian and the Trust.  The Custodian’s address is Custody Operations, 1555 North RiverCenter 
Drive, Suite 302, Milwaukee, Wisconsin 53212. 
 
Compliance Services 
 
Foreside Fund Officer Services, LLC (“FFOS”), an affiliate of the Distributor, located at Three Canal Plaza, Suite 100, 
Portland, Maine 04101, provides a Chief Compliance Officer (“CCO”) and an Anti-Money Laundering Officer as well as 
certain additional compliance support functions under a Fund CCO Agreement between FFOS and the Trust. As 
compensation for the foregoing services, FFOS receives certain out of pocket costs and fixed fees, which are accrued daily 
and paid monthly by the Funds. 
 
The Fund CCO Agreement continues in effect until terminated. The Fund CCO Agreement is terminable with or without 
cause and without penalty by the Board on 60 days’ written notice to FFOS or by FFOS on 90 days’ written notice to the 
Trust. Notwithstanding the foregoing, the provisions of the Fund CCO Agreement related to CCO services may be 
terminated at any time by the Board, effective upon written notice to the CCO, without the payment of any penalty. 
 
Codes of Ethics 
 
The Trust, the Advisor and Foreside Financial Group, LLC, on behalf of FFOS, have adopted codes of ethics under Rule 
17j-1 under the 1940 Act.  These codes of ethics permit, subject to certain conditions, personnel of each of those entities to 
invest in securities that may be purchased or held by a Fund. 
 
Proxy Voting Guidelines 
 
The Trust and the Advisor have adopted procedures for voting proxies for equity securities on behalf of the Funds (“Proxy 
Voting Guidelines”).  The Proxy Voting Guidelines are included in Appendix B to this SAI.  Information about how the 
Funds voted proxies relating to portfolio securities during the most recent twelve-month period ended June 30 (when 
available) may be obtained (1) without charge, upon request, by calling 1-800-352-9910 and (2) on the SEC’s website at 
http://www.sec.gov. 
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Valuation of Shares 
 
Fund shares are sold on a continuous basis at the NAV next computed following acceptance of an order by the Fund.  Each 
Fund’s NAV for the purpose of pricing purchase and redemption orders is generally determined at 4:00 p.m., Eastern 
Standard time on each day the Fund is open as determined by the Board.  The Funds are generally open on the same days 
that the New York Stock Exchange (“NYSE”) is open for trading.  The NYSE is closed on the following holidays: New 
Year’s Day, Martin Luther King, Jr. Day, Washington’s Birthday, Good Friday, Memorial Day, Independence Day, Labor 
Day, Thanksgiving Day and Christmas Day. 
 
A Fund’s NAV is calculated by adding the value of all assets of the Fund attributable to that share class, deducting all 
liabilities attributable to that share class, and dividing by the number of outstanding shares of that share class, the result 
being adjusted to the nearest cent.  Due to the fact that different expenses are charged to the Institutional Class and Investor 
Class shares of the Funds, the NAV of the two classes of a Fund may vary.  Each Fund’s daily NAV is available by calling 
1-844-302-PENN (7366). 
 
Information about the market value of each portfolio security may be obtained by the Advisor from an independent pricing 
service. The pricing service relies primarily on prices of actual market transactions as well as trader quotations.  However, 
the pricing service may use a matrix system to determine valuations of fixed income securities and bank loans. This system 
considers such factors as security prices, yields, maturities, call features, ratings and developments relating to specific 
securities in arriving at valuations.  The procedures used by the pricing service and its valuations are reviewed by the 
officers of the Trust under the general supervision of the Board. 
 
Portfolio securities listed on a national or foreign securities exchange, including those listed on the NASDAQ® Stock 
Market and Small CapSM exchanges (“NASDAQ®”), for which market quotations are available, are valued at the official 
closing price of such exchange on each business day (defined as days on which the Funds are open for business).  If there is 
no such official closing price on an exchange, the portfolio security will be valued at the most recent quoted bid price.  
Price information on listed securities is taken from the exchange where the security is primarily traded. 
 
Options contracts listed for trading on a securities exchange or board of trade are valued at the last quoted sales price, or if 
no sales are reported for exchange-traded options, or the options are not exchange-traded, then they are valued at the most 
recent quoted bid price.  Futures contracts are valued at the daily quoted settlement prices.  Other assets and securities for 
which no quotations are readily available (such as for certain restricted or unlisted securities and private placements) or that 
may not be reliably priced (such as in the case of trade suspensions or halts, price movement limits set by certain foreign 
markets, and thinly traded or illiquid securities) will be valued in good faith at fair value using procedures and methods 
approved by the Board.  Under the procedures adopted by the Board, the Board has delegated day-to-day responsibility for 
fair value determinations to a Valuation Committee comprised of representatives from the Advisor. 
 
Purchase and Redemption of Shares 
 
The Prospectus describes the manner in which the Funds’ shares may be purchased and redeemed. Shares of each Fund are 
offered directly to the public by the Distributor. 
 
The purchase and redemption price of shares is the NAV next calculated after receipt of an order in proper form.  As 
described in the Prospectus, financial institutions and intermediaries may purchase or redeem Fund shares on any day that 
the NYSE is open for business by placing orders with the Funds’ transfer agent (or their authorized agent).  Institutions and 
intermediaries that use certain proprietary systems of the Advisor may place orders electronically through those systems.  
Each Fund reserves the right to refuse any purchase requests, particularly those that the Funds determine would not be in 
the best interests of the Fund or its shareholders, or that could adversely affect the Fund or its operations. 
 
It is currently the Trust’s policy to pay all redemptions in cash.  The Trust, however, has filed a notice of election under 
Rule 18f-1 of the 1940 Act that allows a Fund to redeem in-kind redemption requests of a certain amount. Specifically, if 
the amount being redeemed is over the lesser of $250,000 or 1% of a Fund’s net assets, the Fund has the right to redeem the 
shares by providing the amount that exceeds $250,000 or 1% of the Fund’s net assets in securities instead of cash.  
Shareholders may incur subsequent brokerage charges on the sale of any such securities so received in payment of 
redemptions.  A gain or loss for federal income tax purposes may be realized by a taxable shareholder upon an in-kind 
redemption depending upon the shareholder’s basis in the shares of the Trust redeemed. 
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The Trust reserves the right to suspend the right of redemption and/or to postpone the date of payment upon redemption for 
any period during which trading on the NYSE is restricted, or during the existence of an emergency (as determined by the 
SEC by rule or regulation) as a result of which disposal or evaluation of the portfolio securities is not reasonably 
practicable, or for such other periods as the SEC may by order permit.  The Trust also reserves the right to suspend sales of 
shares of the Funds for any period during which the NYSE, the Distributor and/or the Custodian are not open for business. 
 
Investor Class Shares Conversion – Shareholders may be able to convert Investor Class shares to Institutional Class shares 
of the same Fund, if they satisfy the eligibility requirements for Institutional Class shares.  Please contact the Funds’ 
transfer agent or your financial intermediary for additional information on how to convert shares.  For federal income tax 
purposes, a conversion between share classes of the same Fund is considered a non-taxable event. 
 
Distribution and Servicing Plan – (Investor Class shares) 
 
The Funds have adopted a distribution and servicing plan for their Investor Class shares pursuant to Rule 12b-1 under the 
1940 Act (the “12b-1 Plan”).  Under the 12b-1 Plan, each Fund pays a fee to the Distributor or others for distribution and 
shareholder services (the “Distribution Fee”) at an annual rate of 0.25% for Investor Class shares of the Fund’s average 
daily NAV of its Investor Class shares.  The 12b-1 Plan provides that the Distributor or others may use all or any portion of 
such Distribution Fee to finance any activity that is principally intended to result in the sale of Fund shares, subject to the 
terms of the 12b-1 Plan, or to provide certain shareholder services. 
 
The Distributor does not retain any 12b-1 fees for profit.  All 12b-1 fees are held in a retention account to pay for and/or 
reimburse the Advisor or others for distribution related expenses. 
 
The 12b-1 Plan is a compensation plan. Thus, the Distribution Fee is payable regardless of the distribution-related expenses 
actually incurred and so the amount of distribution fees paid by the Investor Class shares during any year may be more than 
actual expenses incurred pursuant to the 12b-1 Plan.  A Fund will not pay more than the maximum amount allowed under 
the 12b-1 Plan. 
 
The Distribution Fee may be used to pay for services covered by the 12b-1 Plan including, but not limited to, advertising, 
compensating underwriters, dealers and selling personnel engaged in the distribution of Fund shares, the printing and 
mailing of prospectuses, statements of additional information and reports, the printing and mailing of sales literature 
pertaining to the Funds, and obtaining whatever information, analyses and reports with respect to marketing and 
promotional activities that the Funds may, from time to time, deem advisable. 
 
The 12b-1 Plan provides that it will continue from year to year upon approval by the majority vote of the Board, including a 
majority of the Independent Trustees who have no direct or indirect financial interest in the operations of the 12b-1 Plan or 
in any agreement related to such plan (the “Qualified Trustees”), as required by the 1940 Act, provided that such Qualified 
Trustees determine that there is a reasonable likelihood that the 12b-1 Plan will benefit the Fund and its shareholders.  All 
material amendments to the 12b-1 Plan or any related agreements must be approved by a vote of a majority of the Board 
and the Qualified Trustees. 
 
The 12b-1 Plan requires that the Distributor provide to the Board, at least quarterly, a written report on the amounts and 
purpose of any payment made under the 12b-1 Plan.  The Distributor also is required to furnish the Board with such other 
information as may reasonably be requested in order to enable the Board to make an informed determination of whether the 
12b-1 Plan should be continued. 
 
The 12b-1 Plan permits a Fund to pay financial intermediaries (including those that sponsor mutual fund supermarkets), 
plan administrators and other service providers to finance any activity that is principally intended to result in the sale of 
Fund shares (distribution services) and for the provision of personal services to shareholders.  The payments made by the 
Funds to financial intermediaries are based primarily on the dollar amount of assets invested in the Funds through the 
financial intermediaries.  These financial intermediaries may pay a portion of the payments that they receive from the Fund 
to their investment professionals.  In addition to the ongoing asset-based fees paid to these financial intermediaries the 
Funds may, from time to time, make payments under the 12b-1 Plan that help defray the expenses incurred by these 
intermediaries for conducting training and educational meetings about various aspects of the Funds for their employees.  In 
addition, the Funds may make payments under the 12b-1 Plan for exhibition space and otherwise help defray the expenses 
these financial intermediaries incur in hosting client seminars where the Funds are discussed. 
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In addition, the Funds may participate in various “fund supermarkets” in which a mutual fund supermarket sponsor (usually 
a broker-dealer) offers many mutual funds to the sponsor’s customers without charging the customers a sales charge.  In 
connection with its participation in such platforms, the Distributor may use all or a portion of the Distribution Fee to pay 
one or more supermarket sponsors a negotiated fee for distributing the Funds’ shares.  In addition, in its discretion, the 
Advisor may pay additional fees to such intermediaries from its own assets. 
 
Since the Investor Class shares of the Funds did not commence operations during the fiscal year ended June 30, 2017, the 
Funds paid no 12b-1 expenses during the fiscal year.  
 
Shareholder Servicing Plan 
 
The Trust has adopted a Shareholder Servicing Plan (the “Servicing Plan”) that allows the Funds to pay servicing fees to 
intermediaries such as banks, broker-dealers, financial advisers or other financial institutions (“Service Organizations”) that 
provide shareholder services (“Shareholder Servicing Activities”).  Shareholder Servicing Activities include one or more of 
the following:  (1) establishing and maintaining accounts and records relating to shareholders of the Funds; (2) aggregating 
and processing orders involving the shares of the Funds and related payments; (3) maintaining and operating websites or 
other systems through which shareholders access the Funds and receive related services; (4) processing dividend and other 
distribution payments from the Funds on behalf of shareholders; (5) providing information to shareholders as to their 
ownership of Fund shares or about other aspects of the operations of the Funds; (6) preparing tax reports or forms on behalf 
of shareholders; (7) facilitating the transmission of proxy statements, annual and semiannual reports, prospectuses 
(including summary prospectuses) and other communications from the Funds to shareholders; (8) assisting shareholders in 
changing the Funds’ records as to their addresses, dividend options, account registrations or other data; (9) providing sub-
accounting with respect to shares beneficially owned by shareholders, or the information to the Funds necessary for sub-
accounting; (10) responding to shareholder inquiries relating to the services performed and other matters pertaining to the 
Funds; (11) providing shareholders with a service that invests the assets of their accounts in shares pursuant to specific or 
pre-authorized instructions; (12) receiving, tabulating and transmitting to the Funds proxies executed with respect to special 
meetings of shareholders of the Funds; (13) assisting in responding to regulatory inquiries regarding shareholders and the 
Funds; and (14) providing such other related services as the Funds or customers of the intermediary may reasonably 
request.  Under the Servicing Plan, each Fund may pay servicing fees to Service Organizations at an annual rate not to 
exceed 0.15% of the average daily value of net assets. 
 
To the extent that the costs of the arrangements with the Service Organizations (1) are not paid out of the Servicing Plan or 
(2) are related to distribution or marketing of a Fund’s shares and not paid out of the 12b-1 Plan, the Advisor may make 
additional payments, out of its own assets, to compensate Service Organizations for these arrangements. These additional 
payments are sometimes referred to as “revenue sharing” payments. The Advisor may benefit from these arrangements 
because the increase in the sale of Fund shares will result in an increase in a Fund’s assets and consequently an increase in 
advisory fees.  These fees may be in addition to fees paid from a Fund’s assets to them or other Service Organizations. 
 
Portfolio Transactions 
 
The Advisor invests Fund assets consistent with a Fund’s investment objectives, strategies, policies and restrictions.  The 
Advisor will seek to obtain the best net results taking into account such factors as price (including applicable dealer spread), 
size, type and difficulty of the transaction involved, the firm’s general execution and operational facilities, and the firm’s 
risk in positioning the securities involved. 
 
The Funds have no obligation to deal with any broker-dealer or group of brokers or dealers in the execution of transactions 
in portfolio securities.  The Advisor may, from time to time, direct trades to certain brokers that provide favorable 
commission rates, consistent with its goal to seek best execution.  The Funds will not purchase portfolio securities from any 
affiliated person acting as principal except in conformity with SEC regulations. 
 
For securities traded in the over-the-counter markets, the Advisor generally deals directly with the dealers who make 
markets in these securities unless better prices and execution are, in the Advisor’s opinion, available elsewhere.  The 
Advisor negotiates commission rates with brokers based on the quality and quantity of services provided in light of 
generally prevailing rates, and while the Advisor generally seeks reasonably competitive commission rates, a Fund does not 
necessarily pay the lowest commissions available.  The Board periodically reviews the commission rates and the allocation 
of orders. 
 



 

51 
 

Portfolio transactions may be placed with broker-dealers who furnish the Advisor with investment research or services.  
The commissions on such brokerage transactions with investment research or services may be higher than another broker 
might have charged for the same transaction in recognition of the value of research or services provided.  Such research or 
services include advice, both orally and in writing, as to:  the value of securities; the advisability of investing in, purchasing 
or selling securities; the availability of securities, or purchasers or sellers of securities; as well as analyses and reports 
concerning issues, industries, securities, economic factors and trends, portfolio strategy and the performance of accounts.  
To the extent portfolio transactions are effected with broker-dealers who furnish research and/or other services to the 
Advisor, the Advisor receives a benefit.  Such research or services provided by a broker-dealer through whom the Advisor 
effects securities transactions for a Fund may be used by the Advisor in servicing all of its accounts.  In addition, the 
Advisor may not use all of the research and services provided by such broker-dealer in connection with the Fund. 
 
The Trust also may enter into arrangements, commonly referred to as “brokerage/service arrangements,” with broker-
dealers pursuant to which a broker-dealer agrees to pay the cost of certain products or services provided to the Funds in 
exchange for fund brokerage.  Under a typical brokerage/service arrangement, a broker agrees to pay a portion of a Fund’s 
custodian, administrative or transfer agency fees, and in exchange, the Fund agrees to direct a minimum amount of 
brokerage to the broker.  The Advisor, on behalf of the Trust, usually negotiates the terms of the contract with the service 
provider, which is paid directly by the broker. 
 
During the fiscal year ended June 30, 2017, the Funds paid the following brokerage commissions to brokers who also 
provided research services.  The dollar values of the securities traded for the fiscal year ended June 30, 2017 are also shown 
below: 
 

 

Commissions Paid 
for Soft-Dollar 
Arrangements 

Dollar Value of 
Securities Traded 

Penn Capital Defensive Floating Rate Income Fund $0 $0 
Penn Capital Multi-Credit High Income  $286 $142,388  
Penn Capital Managed Alpha SMID Cap Equity Fund $7,664 $4,039,387 
Penn Capital Special Situations Small Cap Equity Fund $42,157 $24,306,072 

 
No information is provided in the table above for the Penn Capital Defensive Short Duration High Income Fund, the Penn 
Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund because such Funds had not 
commenced operations as of the fiscal year ended June 30, 2017.  
 
The same security may be suitable for a Fund, another portfolio series of the Trust or other private accounts managed by the 
Advisor.  If and when a Fund and two or more accounts simultaneously purchase or sell the same security, the transactions 
will be allocated as to price and amount in accordance with arrangements equitable to the Fund and the accounts.  The 
simultaneous purchase or sale of the same securities by a Fund may negatively affect the price paid or received by the Fund 
or the size of the position obtainable or able to be sold by the Fund. 
 
During the fiscal periods indicated below, the Funds incurred the following brokerage commissions: 
 

Fund Total Brokerage Commissions 
  
Penn Capital Defensive Floating Rate Income Fund  
Fiscal period ended June 30, 2016(1) $0 
Fiscal year ended June 30, 2017 $0 
  
Penn Capital Multi-Credit High Income Fund  
Fiscal period ended June 30, 2016(1) $802 
Fiscal year ended June 30, 2017 $323 
  
Penn Capital Managed Alpha SMID Cap Equity Fund $20,402 
Fiscal period ended June 30, 2016(1) $22,417 
Fiscal year ended June 30, 2017  
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Fund Total Brokerage Commissions 
  
Penn Capital Special Situations Small Cap Equity Fund  
Fiscal period ended June 30, 2016(2) $26,484 
Fiscal year ended June 30, 2017 $60,153 
(1) The Fund commenced operations on December 1, 2015. 
(2) The Fund commenced operations on December 18, 2015. 

 
No information is provided in the table above for the Penn Capital Defensive Short Duration High Income Fund, the Penn 
Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund because such Funds had not 
commenced operations as of the fiscal year ended June 30, 2017. 
 
From time to time, a Fund may acquire and hold securities issued by its “regular brokers and dealers” or the parents of 
those brokers and dealers. For this purpose, regular brokers and dealers are the 10 brokers or dealers that: (1) received the 
greatest amount of brokerage commissions during a Fund’s last fiscal year; (2) engaged in the largest amount of principal 
transactions for portfolio transactions of a Fund during the Fund’s last fiscal year; or (3) sold the largest amount of a Fund’s 
shares during the Fund’s last fiscal year.  As of the fiscal year ended June 30, 2017, the Funds did not own securities of 
their “regular brokers or dealers” or their parents. 
 
Portfolio Turnover 
 
Although the Funds generally will not invest for short-term trading purposes, portfolio securities may be sold without 
regard to the length of time they have been held when, in the opinion of the Advisor, investment considerations warrant 
such action.  The portfolio turnover rate is calculated by dividing (1) the lesser of purchases or sales of portfolio securities 
for the fiscal year by (2) the monthly average of the value of portfolio securities owned during the fiscal year.  A 100% 
turnover rate would occur if all the securities in a Fund’s portfolio, with the exception of securities whose maturities at the 
time of acquisition were one year or less, were sold and either repurchased or replaced within one year.  A high rate of 
portfolio turnover (100% or more) generally leads to higher transaction costs and may result in a greater number of taxable 
transactions. 
 
During the fiscal periods indicated below, the Funds had the following portfolio turnover rates: 
 

Fund Portfolio Turnover Rates 
 2017 2016 
Penn Capital Defensive Floating Rate Income Fund 108% 43%(1) 
Penn Capital Multi-Credit High Income Fund 79% 62%(1) 
Penn Capital Managed Alpha SMID Cap Equity Fund 91% 70%(1) 
Penn Capital Special Situations Small Cap Equity Fund 101% 102%(2) 

(1) The Fund commenced operations on December 1, 2015. 
(2) The Fund commenced operations on December 18, 2015. 

 
The Penn Capital Defensive Floating Rate Income Fund’s portfolio turnover rate was 108% for the fiscal year ended 2017 
and 43% for the fiscal year ended 2016.  The increase in portfolio turnover for the Penn Capital Defensive Floating Rate 
Income Fund for the 2017 fiscal year was in-line with the Advisor’s expectations and reflected a high level of re-pricing and 
refinancing transactions occurring in the loan market.  Also contributing to higher turnover was the Advisor’s active 
participation in the primary loan market and rotation out of names that were expected to refinanced or re-priced. Re-pricing 
and re-financing transactions were elevated during fiscal year 2017 and are expected to continue in fiscal year 2018. 
 
No portfolio turnover information is provided for the Penn Capital Defensive Short Duration High Income Fund, the Penn 
Capital Micro Cap Equity Fund and the Penn Capital Enterprise Value Small Cap Equity Fund because such Funds had not 
commenced operations as of the fiscal year ended June 30, 2017. 
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Taxes 
 

The following is a summary of certain additional tax considerations generally affecting a Fund (sometimes referred to as 
“the Fund”) and its shareholders that are not described in the Prospectus.  No attempt is made to present a detailed 
explanation of the tax treatment of the Fund or its shareholders, and the discussion here and in the Prospectus is not 
intended as a substitute for careful tax planning.  
 

This is for general information only and not tax advice.  All investors should consult their own tax advisors as to the 
federal, state, local and foreign tax provisions applicable to them. 
 

Taxation of the Fund. The Fund has elected and intends to qualify, or, if newly organized, intends to elect and qualify, 
each year as a regulated investment company (sometimes referred to as a “regulated investment company,” “RIC” or 
“fund”) under Subchapter M of the Code.  If the Fund so qualifies, the Fund will not be subject to federal income tax on the 
portion of its investment company taxable income (that is, generally, taxable interest, dividends, net short-term capital 
gains, and other taxable ordinary income, net of expenses, without regard to the deduction for dividends paid) and net 
capital gain (that is, the excess of net long-term capital gains over net short-term capital losses) that it distributes to 
shareholders. 
 

In order to qualify for treatment as a regulated investment company, the Fund must satisfy the following requirements:  
 

 Distribution Requirement — the Fund must distribute an amount equal to the sum of at least 90% of its investment 
company taxable income and 90% of its net tax-exempt income, if any, for the tax year (including, for purposes of 
satisfying this distribution requirement, certain distributions made by the Fund after the close of its taxable year 
that are treated as made during such taxable year). 
 

 Income Requirement — the Fund must derive at least 90% of its gross income from dividends, interest, certain 
payments with respect to securities loans, and gains from the sale or other disposition of stock, securities or foreign 
currencies, or other income (including, but not limited to, gains from options, futures or forward contracts) derived 
from its business of investing in such stock, securities or currencies and net income derived from qualified 
publicly traded partnerships (“QPTPs”). 
 

 Asset Diversification Test — the Fund must satisfy the following asset diversification test at the close of each 
quarter of the Fund’s tax year: (1) at least 50% of the value of the Fund’s assets must consist of cash and cash 
items, U.S. government securities, securities of other regulated investment companies, and securities of other 
issuers (as to which the Fund has not invested more than 5% of the value of the Fund’s total assets in securities of 
an issuer and as to which the Fund does not hold more than 10% of the outstanding voting securities of the issuer); 
and (2) no more than 25% of the value of the Fund’s total assets may be invested in the securities of any one issuer 
(other than U.S. government securities or securities of other regulated investment companies) or of two or more 
issuers which the Fund controls and which are engaged in the same or similar trades or businesses, or, in the 
securities of one or more QPTPs.  

 

In some circumstances, the character and timing of income realized by the Fund for purposes of the Income Requirement or 
the identification of the issuer for purposes of the Asset Diversification Test is uncertain under current law with respect to a 
particular investment, and an adverse determination or future guidance by the Internal Revenue Service (“IRS”) with 
respect to such type of investment may adversely affect the Fund’s ability to satisfy these requirements.  See, “Tax 
Treatment of Portfolio Transactions” below with respect to the application of these requirements to certain types of 
investments.  In other circumstances, the Fund may be required to sell portfolio holdings in order to meet the Income 
Requirement, Distribution Requirement, or Asset Diversification Test, which may have a negative impact on the Fund’s 
income and performance. 
 

The Fund may use “equalization accounting” (in lieu of making some cash distributions) in determining the portion of its 
income and gains that has been distributed.  If the Fund uses equalization accounting, it will allocate a portion of its 
undistributed investment company taxable income and net capital gain to redemptions of Fund shares and will 
correspondingly reduce the amount of such income and gains that it distributes in cash. If the IRS determines that the 
Fund’s allocation is improper and that the Fund has under-distributed its income and gain for any taxable year, the Fund 
may be liable for federal income and/or excise tax. If, as a result of such adjustment, the Fund fails to satisfy the 
Distribution Requirement, the Fund will not qualify that year as a regulated investment company the effect of which is 
described in the following paragraph. 
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If for any taxable year the Fund does not qualify as a regulated investment company, all of its taxable income (including its 
net capital gain) would be subject to tax at regular corporate rates without any deduction for dividends paid to shareholders, 
and the dividends would be taxable to the shareholders as ordinary income (or possibly as qualified dividend income) to the 
extent of the Fund’s current and accumulated earnings and profits. Failure to qualify as a regulated investment company 
would thus have a negative impact on the Fund’s income and performance. Subject to savings provisions for certain failures 
to satisfy the Income Requirement or Asset Diversification Test, which, in general, are limited to those due to reasonable 
cause and not willful neglect, it is possible that the Fund will not qualify as a regulated investment company in any given 
tax year.  Even if such savings provisions apply, the Fund may be subject to a monetary sanction of $50,000 or more.  
Moreover, the Board reserves the right not to maintain the qualification of the Fund as a regulated investment company if it 
determines such a course of action to be beneficial to shareholders. 
 

Portfolio turnover. For investors that hold their Fund shares in a taxable account, a high portfolio turnover rate may result 
in higher taxes. This is because a fund with a high turnover rate is likely to accelerate the recognition of capital gains and 
more of such gains are likely to be taxable as short-term rather than long-term capital gains in contrast to a comparable fund 
with a low turnover rate. Any such higher taxes would reduce the Fund’s after-tax performance.  See, “Taxation of Fund 
Distributions - Distributions of capital gains” below.  For non-U.S. investors, any such acceleration of the recognition of 
capital gains that results in more short-term and less long-term capital gains being recognized by the Fund may cause such 
investors to be subject to increased U.S. withholding taxes.  See, “Non-U.S. Investors — Capital gain dividends” and “— 
Interest-related dividends and short-term capital gain dividends” below. 
 

Capital loss carryovers. The capital losses of the Fund, if any, do not flow through to shareholders. Rather, the Fund may 
use its capital losses, subject to applicable limitations, to offset its capital gains without being required to pay taxes on or 
distribute to shareholders such gains that are offset by the losses. Rules similar to those that apply to capital loss carryovers 
of individuals apply to RICs. Thus, if the Fund has a “net capital loss” (that is, capital losses in excess of capital gains), the 
excess (if any) of the Fund’s net short-term capital losses over its net long-term capital gains is treated as a short-term 
capital loss arising on the first day of the Fund’s next taxable year, and the excess (if any) of the Fund’s net long-term 
capital losses over its net short-term capital gains is treated as a long-term capital loss arising on the first day of the Fund’s 
next taxable year.  Any such net capital losses of the Fund that are not used to offset capital gains may be carried forward 
indefinitely to reduce any future capital gains realized by the Fund in succeeding taxable years.  The amount of capital 
losses that can be carried forward and used in any single year is subject to an annual limitation if there is a more than 50% 
“change in ownership” of the Fund.  An ownership change generally results when shareholders owning 5% or more of the 
Fund increase their aggregate holdings by more than 50% over a three-year look-back period. An ownership change could 
result in capital loss carryovers being used at a slower rate, thereby reducing the Fund’s ability to offset capital gains with 
those losses. An increase in the amount of taxable gains distributed to the Fund’s shareholders could result from an 
ownership change. The Fund undertakes no obligation to avoid or prevent an ownership change, which can occur in the 
normal course of shareholder purchases and redemptions or as a result of engaging in a tax-free reorganization with another 
fund. Moreover, because of circumstances beyond the Fund’s control, there can be no assurance that the Fund will not 
experience, or has not already experienced, an ownership change.  Additionally, if the Fund engages in a tax-free 
reorganization with another fund, the effect of these and other rules not discussed herein may be to disallow or postpone the 
use by the Fund of its capital loss carryovers (including any current year losses and built-in losses when realized) to offset 
its own gains or those of the other fund, or vice versa, thereby reducing the tax benefits Fund shareholders would otherwise 
have enjoyed from use of such capital loss carryovers. 
 

Deferral of late year losses.  The Fund may elect to treat part or all of any “qualified late year loss” as if it had been 
incurred in the succeeding taxable year in determining the Fund’s taxable income, net capital gain, net short-term capital 
gain, and earnings and profits.  The effect of this election is to treat any such “qualified late year loss” as if it had been 
incurred in the succeeding taxable year in characterizing Fund distributions for any calendar year (see, “Taxation of Fund 
Distributions - Distributions of capital gains” below).  A “qualified late year loss” includes: 
 

1. any net capital loss incurred after October 31 of the current taxable year or, if there is no such loss, any net long-
term capital loss or any net short-term capital loss incurred after October 31 of the current taxable year (“post-
October capital losses”), and  
 

2. the sum of (1) the excess, if any, of (a) specified losses incurred after October 31 of the current taxable year, over 
(b) specified gains incurred after October 31 of the current taxable year and (2) the excess, if any, of (a) ordinary 
losses incurred after December 31 of the current taxable year, over (b) the ordinary income incurred after 
December 31 of the current taxable year.  
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The terms “specified losses” and “specified gains” mean ordinary losses and gains from the sale, exchange, or other 
disposition of property (including the termination of a position with respect to such property), foreign currency losses and 
gains, and losses and gains resulting from holding stock in a PFIC for which a mark-to-market election is in effect. The 
terms “ordinary losses” and “ordinary income” mean other ordinary losses and income that are not described in the 
preceding sentence. 
 

Undistributed capital gains. The Fund may retain or distribute to shareholders its net capital gain for each taxable year.  
The Fund currently intends to distribute net capital gains.  If the Fund elects to retain its net capital gain, the Fund will be 
taxed thereon (except to the extent of any available capital loss carryovers) at the highest corporate tax rate (currently 35%). 
If the Fund elects to retain its net capital gain, it is expected that the Fund also will elect to have shareholders treated as if 
each received a distribution of its pro rata share of such gain, with the result that each shareholder will be required to report 
its pro rata share of such gain on its tax return as long-term capital gain, will receive a refundable tax credit for its pro rata 
share of tax paid by the Fund on the gain, and will increase the tax basis for its shares by an amount equal to the deemed 
distribution less the tax credit. 
 

Federal excise tax.  To avoid a 4% non-deductible excise tax, the Fund must distribute by December 31 of each year an 
amount equal to at least: (1) 98% of its ordinary income for the calendar year, (2) 98.2% of capital gain net income  (that is, 
the excess of the gains from sales or exchanges of capital assets over the losses from such sales or exchanges) for the one-
year period ended on October 31 of such calendar year,and (3) any prior year undistributed ordinary income and capital 
gain net income.  The Fund may elect to defer to the following year any net ordinary loss incurred for the portion of the 
calendar year which is after the beginning of the Fund’s taxable year.  Also, the Fund will defer any “specified gain” or 
“specified loss” which would be properly taken into account for the portion of the calendar year after October 31.  Any net 
ordinary loss, specified gain, or specified loss deferred shall be treated as arising on January 1 of the following calendar 
year.  Generally, the Fund intends to make sufficient distributions prior to the end of each calendar year to avoid any 
material liability for federal income and excise tax, but can give no assurances that all or a portion of such liability will be 
avoided.  In addition, under certain circumstances, temporary timing or permanent differences in the realization of income 
and expense for book and tax purposes can result in the Fund having to pay an excise tax. 
 

Foreign income tax.  Investment income received by the Fund from sources within foreign countries may be subject to 
foreign income tax withheld at the source and the amount of tax withheld generally will be treated as an expense of the 
Fund. The United States has entered into tax treaties with many foreign countries which entitle the Fund to a reduced rate 
of, or exemption from, tax on such income. Some countries require the filing of a tax reclaim or other forms to receive the 
benefit of the reduced tax rate; whether or when the Fund will receive the tax reclaim is within the control of the individual 
country. Information required on these forms may not be available such as shareholder information; therefore, the Fund 
may not receive the reduced treaty rates or potential reclaims. Other countries have conflicting and changing instructions 
and restrictive timing requirements which may cause the Fund not to receive the reduced treaty rates or potential reclaims. 
Other countries may subject capital gains realized by the Fund on sale or disposition of securities of that country to 
taxation. It is impossible to determine the effective rate of foreign tax in advance since the amount of the Fund’s assets to 
be invested in various countries is not known.  Under certain circumstances, the Fund may elect to pass-through foreign 
taxes paid by the Fund to shareholders, although it reserves the right not to do so. If the Fund makes such an election and 
obtains a refund of foreign taxes paid by the Fund in a prior year, the Fund may be eligible to reduce the amount of foreign 
taxes reported by the Fund to its shareholders, generally by the amount of the foreign taxes refunded, for the year in which 
the refund is received.  
 

Taxation of Fund Distributions.  The Fund anticipates distributing substantially all of its investment company taxable 
income and net capital gain for each taxable year. Distributions by the Fund will be treated in the manner described below 
regardless of whether such distributions are paid in cash or reinvested in additional shares of the Fund (or of another fund). 
The Fund will send you information annually as to the federal income tax consequences of distributions made (or deemed 
made) during the year. 
 

Distributions of net investment income.  The Fund receives ordinary income generally in the form of dividends and/or 
interest on its investments.  The Fund may also recognize ordinary income from other sources, including, but not limited to, 
certain gains on foreign currency-related transactions. This income, less expenses incurred in the operation of the Fund, 
constitutes the Fund’s net investment income from which dividends may be paid to you. If you are a taxable investor, 
distributions of net investment income generally are taxable as ordinary income to the extent of the Fund’s earnings and 
profits.  In the case of a Fund whose strategy includes investing in stocks of corporations, a portion of the income dividends 
paid to you may be qualified dividends eligible to be taxed at reduced rates.  See the discussion below under the headings, 
“—Qualified dividend income for individuals” and “—Dividends-received deduction for corporations.” 
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Distributions of capital gains.  The Fund may derive capital gain and loss in connection with sales or other dispositions of 
its portfolio securities.  Distributions derived from the excess of net short-term capital gain over net long-term capital loss 
will be taxable to you as ordinary income.  Distributions paid from the excess of net long-term capital gain over net short-
term capital loss will be taxable to you as long-term capital gain, regardless of how long you have held your shares in the 
Fund.  Any net short-term or long-term capital gain realized by the Fund (net of any capital loss carryovers) generally will 
be distributed once each year and may be distributed more frequently, if necessary, in order to reduce or eliminate federal 
excise or income taxes on the Fund. 
 
Returns of capital.  Distributions by the Fund that are not paid from earnings and profits will be treated as a return of capital 
to the extent of (and in reduction of) the shareholder’s tax basis in his shares; any excess will be treated as gain from the 
sale of his shares.  Thus, the portion of a distribution that constitutes a return of capital will decrease the shareholder’s tax 
basis in his Fund shares (but not below zero), and will result in an increase in the amount of gain (or decrease in the amount 
of loss) that will be recognized by the shareholder for tax purposes on the later sale of such Fund shares.  Return of capital 
distributions can occur for a number of reasons including, among others, the Fund over-estimates the income to be received 
from certain investments such as those classified as partnerships or equity real estate investment trusts (“REITs”) (see, “Tax 
Treatment of Portfolio Transactions — Investments in U.S. REITs” below). 
 
Qualified dividend income for individuals.  Ordinary income dividends reported by the Fund to shareholders as derived 
from qualified dividend income will be taxed in the hands of individuals and other noncorporate shareholders at the rates 
applicable to long-term capital gain.  “Qualified dividend income” means dividends paid to the Fund (a) by domestic 
corporations, (b) by foreign corporations that are either (i) incorporated in a possession of the United States, or (ii) are 
eligible for benefits under certain income tax treaties with the United States that include an exchange of information 
program, or (c) with respect to stock of a foreign corporation that is readily tradable on an established securities market in 
the United States.  Both the Fund and the investor must meet certain holding period requirements to qualify Fund dividends 
for this treatment. Specifically, the Fund must hold the stock for at least 61 days during the 121-day period beginning 60 
days before the stock becomes ex-dividend.  Similarly, investors must hold their Fund shares for at least 61 days during the 
121-day period beginning 60 days before the Fund distribution goes ex-dividend. Income derived from investments in 
derivatives, fixed-income securities, U.S. REITs and PFICs generally is not eligible for treatment as qualified dividend 
income.  If the qualifying dividend income received by the Fund is equal to or greater than 95% of the Fund’s gross income 
(exclusive of net capital gain) in any taxable year, all of the ordinary income dividends paid by the Fund will be qualifying 
dividend income. 
 
Dividends-received deduction for corporations.  For corporate shareholders, a portion of the dividends paid by the Fund 
may qualify for the 70% corporate dividends-received deduction.  The portion of dividends paid by the Fund that so 
qualifies will be reported by the Fund to shareholders each year and cannot exceed the gross amount of dividends received 
by the Fund from domestic (U.S.) corporations.  The availability of the dividends-received deduction is subject to certain 
holding period and debt financing restrictions that apply to both the Fund and the investor.  Specifically, the amount that the 
Fund may report as eligible for the dividends-received deduction will be reduced or eliminated if the shares on which the 
dividends earned by the Fund were debt-financed or held by the Fund for less than a minimum period of time, generally 46 
days during a 91-day period beginning 45 days before the stock becomes ex-dividend.  Similarly, if your Fund shares are 
debt-financed or held by you for less than a 46-day period then the dividends-received deduction for Fund dividends on 
your shares may also be reduced or eliminated.  Even if reported as dividends eligible for the dividends-received deduction, 
all dividends (including any deducted portion) must be included in your alternative minimum taxable income calculation.  
Income derived by the Fund from investments in derivatives, fixed-income and foreign securities generally is not eligible 
for this treatment.  
 
Impact of realized but undistributed income and gains, and net unrealized appreciation of portfolio securities.  At the time 
of your purchase of shares, the Fund’s NAV may reflect undistributed income, undistributed capital gains, or net unrealized 
appreciation of portfolio securities held by the Fund. A subsequent distribution to you of such amounts, although 
constituting a return of your investment, would be taxable, and would be taxed as ordinary income (some portion of which 
may be taxed as qualified dividend income), capital gains, or some combination of both, unless you are investing through a 
tax-advantaged arrangement, such as a 401(k) plan or an individual retirement account. The Fund may be able to reduce the 
amount of such distributions from capital gains by utilizing its capital loss carryovers, if any. 
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Pass-through of foreign tax credits.  If more than 50% of the Fund’s total assets at the end of a fiscal year is invested in 
foreign securities, the Fund may elect to pass through to you your pro rata share of foreign taxes paid by the Fund.  If this 
election is made, the Fund may report more taxable income to you than it actually distributes.  You will then be entitled 
either to deduct your share of these taxes in computing your taxable income, or to claim a foreign tax credit for these taxes 
against your U.S. federal income tax (subject to limitations for certain shareholders).  The Fund will provide you with the 
information necessary to claim this deduction or credit on your personal income tax return if it makes this election.  No 
deduction for foreign tax may be claimed by a noncorporate shareholder who does not itemize deductions or who is subject 
to the alternative minimum tax.  Shareholders may be unable to claim a credit for the full amount of their proportionate 
shares of the foreign income tax paid by the Fund due to certain limitations that may apply.  The Fund reserves the right not 
to pass through to its shareholders the amount of foreign income taxes paid by the Fund. 
 

Tax credit bonds.  If the Fund holds, directly or indirectly, one or more “tax credit bonds” (including build America bonds, 
clean renewable energy bonds and qualified tax credit bonds) on one or more applicable dates during a taxable year, the 
Fund may elect to permit its shareholders to claim a tax credit on their income tax returns equal to each shareholder’s 
proportionate share of tax credits from the applicable bonds that otherwise would be allowed to the Fund. In such a case, 
shareholders must include in gross income (as interest) their proportionate share of the income attributable to their 
proportionate share of those offsetting tax credits. A shareholder’s ability to claim a tax credit associated with one or more 
tax credit bonds may be subject to certain limitations imposed by the Code. Even if the Fund is eligible to pass through tax 
credits to shareholders, the Fund may choose not to do so. 
 

U.S. government securities.  Income earned on certain U.S. government obligations is exempt from state and local personal 
income taxes if earned directly by you.  States also grant tax-free status to dividends paid to you from interest earned on 
direct obligations of the U.S. government, subject in some states to minimum investment or reporting requirements that 
must be met by the Fund.  Income on investments by the Fund in certain other obligations, such as repurchase agreements 
collateralized by U.S. government obligations, commercial paper and federal agency-backed obligations (e.g., GNMA or 
FNMA obligations) generally does not qualify for tax-free treatment.  The rules on exclusion of this income are different 
for corporations. 
 

Dividends declared in December and paid in January.  Ordinarily, shareholders are required to take distributions by the 
Fund into account in the year in which the distributions are made. However, dividends declared in October, November or 
December of any year and payable to shareholders of record on a specified date in such a month will be deemed to have 
been received by the shareholders (and made by the Fund) on December 31 of such calendar year if such dividends are 
actually paid in January of the following year. Shareholders will be advised annually as to the U.S. federal income tax 
consequences of distributions made (or deemed made) during the year in accordance with the guidance that has been 
provided by the IRS. 
 

Medicare tax.  A 3.8% Medicare tax is imposed on net investment income earned by certain individuals, estates and trusts. 
“Net investment income,” for these purposes, means investment income, including ordinary dividends and capital gain 
distributions received from the Fund and net gains from redemptions or other taxable dispositions of Fund shares, reduced 
by the deductions properly allocable to such income.  In the case of an individual, the tax will be imposed on the lesser of 
(1) the shareholder’s net investment income or (2) the amount by which the shareholder’s modified adjusted gross income 
exceeds $250,000 (if the shareholder is married and filing jointly or a surviving spouse), $125,000 (if the shareholder is 
married and filing separately) or $200,000 (in any other case).  This Medicare tax, if applicable, is reported by you on, and 
paid with, your federal income tax return. 
 

Sales, Exchanges and Redemptions of Fund Shares.  Sales, exchanges and redemptions (including redemptions in kind) of 
Fund shares are taxable transactions for federal and state income tax purposes.  If you redeem your Fund shares, the IRS 
requires you to report any gain or loss on your redemption.  If you held your shares as a capital asset, the gain or loss that 
you realize will be a capital gain or loss and will be long-term or short-term, generally depending on how long you have 
held your shares.  Any redemption fees you incur on shares redeemed will decrease the amount of any capital gain (or 
increase any capital loss) you realize on the sale.  Capital losses in any year are deductible only to the extent of capital gains 
plus, in the case of a noncorporate taxpayer, $3,000 of ordinary income. 
 

Tax basis information.  The Fund is required to report to you and the IRS annually on Form 1099-B the cost basis of shares 
where the cost basis of the shares is known by the Fund (referred to as “covered shares”) and that are disposed of after that 
date.  However, cost basis reporting is not required for certain shareholders, including shareholders investing in the Fund 
through a tax-advantaged retirement account, such as a 401(k) plan or an individual retirement account. 
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When required to report cost basis, the Fund will calculate it using the Fund’s default method of average cost, unless you 
instruct the Fund to use a different calculation method.  For additional information regarding the Fund’s available cost basis 
reporting methods, including its default method, please contact the Fund.  If you hold your Fund shares through a broker (or 
other nominee), please contact that broker (nominee) with respect to reporting of cost basis and available elections for your 
account.  
 
The IRS permits the use of several methods to determine the cost basis of mutual fund shares.  The method used will 
determine which specific shares are deemed to be sold when there are multiple purchases on different dates at differing 
share prices, and the entire position is not sold at one time. The Fund does not recommend any particular method of 
determining cost basis, and the use of other methods may result in more favorable tax consequences for some shareholders.  
It is important that you consult with your tax advisor to determine which method is best for you and then notify the Fund if 
you intend to utilize a method other than the Fund’s default method for covered shares.  If you do not notify the Fund of 
your elected cost basis method upon the initial purchase into your account, the default method will be applied to your 
covered shares. 
 
The Fund will compute and report the cost basis of your Fund shares sold or exchanged by taking into account all of the 
applicable adjustments to cost basis and holding periods as required by the Code and Treasury regulations for purposes of 
reporting these amounts to you and the IRS. However the Fund is not required to, and in many cases the Fund does not 
possess the information to, take all possible basis, holding period or other adjustments into account in reporting cost basis 
information to you. Therefore, shareholders should carefully review the cost basis information provided by the Fund. 
 
Wash sales.  All or a portion of any loss that you realize on a redemption of your Fund shares will be disallowed to the 
extent that you buy other shares in the Fund (through reinvestment of dividends or otherwise) within 30 days before or after 
your share redemption.  Any loss disallowed under these rules will be added to your tax basis in the new shares. 
 
Redemptions at a loss within six months of purchase.  Any loss incurred on a redemption or exchange of shares held for six 
months or less will be treated as long-term capital loss to the extent of any long-term capital gain distributed to you by the 
Fund on those shares. 
 
Conversion of shares into shares of the same Fund.  The conversion or exchange of shares of one class into another class of 
the same Fund is not taxable for federal income tax purposes.  Thus, the conversion of Investor Class shares to Institutional 
Class shares generally will be tax-free for federal income tax purposes.  However, shareholders should consult their tax 
advisors regarding the state and local tax consequences of a conversion or exchange of shares. 
 
Reportable transactions.  Under Treasury regulations, if a shareholder recognizes a loss with respect to the Fund’s shares of 
$2 million or more for an individual shareholder or $10 million or more for a corporate shareholder (or certain greater 
amounts over a combination of years), the shareholder must file with the IRS a disclosure statement on Form 8886. The fact 
that a loss is reportable under these regulations does not affect the legal determination of whether the taxpayer’s treatment 
of the loss is proper. Shareholders should consult their tax advisors to determine the applicability of these regulations in 
light of their individual circumstances. 
 
Tax Treatment of Portfolio Transactions.  Set forth below is a general description of the tax treatment of certain types of 
securities, investment techniques and transactions that may apply to a fund and, in turn, affect the amount, character and 
timing of dividends and distributions payable by the fund to its shareholders.  This section should be read in conjunction 
with the discussion above under “Investment Policies and Associated Risks” for a detailed description of the various types 
of securities and investment techniques that apply to the Fund. 
 
In general.  In general, gain or loss recognized by a fund on the sale or other disposition of portfolio investments will be a 
capital gain or loss.  Such capital gain and loss may be long-term or short-term depending, in general, upon the length of 
time a particular investment position is maintained and, in some cases, upon the nature of the transaction. Property held for 
more than one year generally will be eligible for long-term capital gain or loss treatment. The application of certain rules 
described below may serve to alter the manner in which the holding period for a security is determined or may otherwise 
affect the characterization as long-term or short-term, and also the timing of the realization and/or character, of certain 
gains or losses. 
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Certain fixed-income investments.  Gain recognized on the disposition of a debt obligation purchased by a fund at a market 
discount (generally, at a price less than its principal amount) will be treated as ordinary income to the extent of the portion 
of the market discount which accrued during the period of time the fund held the debt obligation unless the fund made a 
current inclusion election to accrue market discount into income as it accrues. If a fund purchases a debt obligation (such as 
a zero coupon security or pay-in-kind security) that was originally issued at a discount, the fund generally is required to 
include in gross income each year the portion of the original issue discount which accrues during such year. Therefore, a 
fund’s investment in such securities may cause the fund to recognize income and make distributions to shareholders before 
it receives any cash payments on the securities.  To generate cash to satisfy those distribution requirements, a fund may 
have to sell portfolio securities that it otherwise might have continued to hold or to use cash flows from other sources such 
as the sale of fund shares. 
 
Investments in debt obligations that are at risk of or in default present tax issues for a fund. Tax rules are not entirely clear 
about issues such as whether and to what extent a fund should recognize market discount on a debt obligation, when a fund 
may cease to accrue interest, original issue discount or market discount, when and to what extent a fund may take 
deductions for bad debts or worthless securities and how a fund should allocate payments received on obligations in default 
between principal and income. These and other related issues will be addressed by a fund in order to ensure that it 
distributes sufficient income to preserve its status as a regulated investment company. 
 
Options, futures, forward contracts, swap agreements and hedging transactions. In general, option premiums received by a 
fund are not immediately included in the income of the fund. Instead, the premiums are recognized when the option 
contract expires, the option is exercised by the holder, or the fund transfers or otherwise terminates the option (e.g., through 
a closing transaction). If an option written by a fund is exercised and the fund sells or delivers the underlying stock, the 
fund generally will recognize capital gain or loss equal to (a) the sum of the strike price and the option premium received 
by the fund minus (b) the fund’s basis in the stock. Such gain or loss generally will be short-term or long-term depending 
upon the holding period of the underlying stock. If securities are purchased by a fund pursuant to the exercise of a put 
option written by it, the fund generally will subtract the premium received from its cost basis in the securities purchased. 
The gain or loss with respect to any termination of a fund’s obligation under an option other than through the exercise of 
the option and related sale or delivery of the underlying stock generally will be short-term gain or loss depending on 
whether the premium income received by the fund is greater or less than the amount paid by the fund (if any) in terminating 
the transaction. Thus, for example, if an option written by a fund expires unexercised, the fund generally will recognize 
short-term gain equal to the premium received. 
 
The tax treatment of certain futures contracts entered into by a fund as well as listed non-equity options written or 
purchased by the fund on U.S. exchanges (including options on futures contracts, broad-based equity indices and debt 
securities) may be governed by section 1256 of the Code (“section 1256 contracts”). Gains or losses on section 1256 
contracts generally are considered 60% long-term and 40% short-term capital gains or losses (“60/40”), although certain 
foreign currency gains and losses from such contracts may be treated as ordinary in character. Also, any section 1256 
contracts held by a fund at the end of each taxable year (and, for purposes of the 4% excise tax, on certain other dates as 
prescribed under the Code) are “marked to market” with the result that unrealized gains or losses are treated as though they 
were realized and the resulting gain or loss is treated as ordinary or 60/40 gain or loss, as applicable. Section 1256 contracts 
do not include any interest rate swap, currency swap, basis swap, interest rate cap, interest rate floor, commodity swap, 
equity swap, equity index swap, credit default swap, or similar agreement. 
 
In addition to the special rules described above in respect of options and futures transactions, a fund’s transactions in other 
derivative instruments (including options, forward contracts and swap agreements) as well as its other hedging, short sale, 
or similar transactions, may be subject to one or more special tax rules (including the constructive sale, notional principal 
contract, straddle, wash sale and short sale rules). These rules may affect whether gains and losses recognized by a fund are 
treated as ordinary or capital or as short-term or long-term, accelerate the recognition of income or gains to the fund, defer 
losses to the fund, and cause adjustments in the holding periods of the fund’s securities. These rules, therefore, could affect 
the amount, timing and/or character of distributions to shareholders. Moreover, because the tax rules applicable to 
derivative instruments are in some cases uncertain under current law, an adverse determination or future guidance by the 
IRS with respect to these rules (which determination or guidance could be retroactive) may affect whether a fund has made 
sufficient distributions, and otherwise satisfied the relevant requirements, to maintain its qualification as a regulated 
investment company and avoid a fund-level tax. 
 



 

60 
 

Certain of a fund’s investments in derivatives and foreign currency-denominated instruments, and the fund’s transactions in 
foreign currencies and hedging activities, may produce a difference between its book income and its taxable income. If a 
fund’s book income is less than the sum of its taxable income and net tax-exempt income (if any), the fund could be 
required to make distributions exceeding book income to qualify as a regulated investment company. If a fund’s book 
income exceeds the sum of its taxable income and net tax-exempt income (if any), the distribution of any such excess will 
be treated as (i) a dividend to the extent of the fund’s remaining earnings and profits (including current earnings and profits 
arising from tax-exempt income, reduced by related deductions), (ii) thereafter, as a return of capital to the extent of the 
recipient’s basis in the shares, and (iii) thereafter, as gain from the sale or exchange of a capital asset. 
 

Foreign currency transactions. A fund’s transactions in foreign currencies, foreign currency-denominated debt obligations 
and certain foreign currency options, futures contracts and forward contracts (and similar instruments) may give rise to 
ordinary income or loss to the extent such income or loss results from fluctuations in the value of the foreign currency 
concerned.  This treatment could increase or decrease a fund’s ordinary income distributions to you, and may cause some or 
all of the fund’s previously distributed income to be classified as a return of capital.  In certain cases, a fund may make an 
election to treat such gain or loss as capital. 
 

PFIC investments. A fund may invest in securities of foreign companies that may be classified under the Code as PFICs. In 
general, a foreign company is classified as a PFIC if at least one-half of its assets constitute investment-type assets or 75% 
or more of its gross income is investment-type income. When investing in PFIC securities, a fund intends to mark-to-
market these securities under certain provisions of the Code and recognize any unrealized gains as ordinary income at the 
end of the fund’s fiscal and excise tax years. Deductions for losses are allowable only to the extent of any current or 
previously recognized gains. These gains (reduced by allowable losses) are treated as ordinary income that a fund is 
required to distribute, even though it has not sold or received dividends from these securities. You should also be aware that 
the designation of a foreign security as a PFIC security will cause its income dividends to fall outside of the definition of 
qualified foreign corporation dividends. These dividends generally will not qualify for the reduced rate of taxation on 
qualified dividends when distributed to you by a fund. Foreign companies are not required to identify themselves as PFICs.  
Due to various complexities in identifying PFICs, a fund can give no assurances that it will be able to identify portfolio 
securities in foreign corporations that are PFICs in time for the fund to make a mark-to-market election.  If a fund is unable 
to identify an investment as a PFIC and thus does not make a mark-to-market election, the fund may be subject to U.S. 
federal income tax on a portion of any “excess distribution” or gain from the disposition of such shares even if such income 
is distributed as a taxable dividend by the fund to its shareholders. Additional charges in the nature of interest may be 
imposed on a fund in respect of deferred taxes arising from such distributions or gains. 
 

Investments in U.S. REITs.  A U.S. REIT is not subject to federal income tax on the income and gains it distributes to 
shareholders.  Dividends paid by a U.S. REIT, other than capital gain distributions, will be taxable as ordinary income up to 
the amount of the U.S. REIT’s current and accumulated earnings and profits. Capital gain dividends paid by a U.S. REIT to 
a fund will be treated as long-term capital gains by the fund and, in turn, may be distributed by the fund to its shareholders 
as a capital gain distribution.  Because of certain noncash expenses, such as property depreciation, an equity U.S. REIT’s 
cash flow may exceed its taxable income. The equity U.S. REIT, and in turn a fund, may distribute this excess cash to 
shareholders in the form of a return of capital distribution.  However, if a U.S. REIT is operated in a manner that fails to 
qualify as a REIT, an investment in the U.S. REIT would become subject to double taxation, meaning the taxable income of 
the U.S. REIT would be subject to federal income tax at regular corporate rates without any deduction for dividends paid to 
shareholders and the dividends would be taxable to shareholders as ordinary income (or possibly as qualified dividend 
income) to the extent of the U.S. REIT’s current and accumulated earnings and profits. Also, see, “Tax Treatment of 
Portfolio Transactions — Investment in taxable mortgage pools (excess inclusion income)” and “Non-U.S. Investors — 
Investment in U.S. real property” below with respect to certain other tax aspects of investing in U.S. REITs. 
 

Investment in non-U.S. REITs.  While non-U.S. REITs often use complex acquisition structures that seek to minimize 
taxation in the source country, an investment by a fund in a non-U.S. REIT may subject the fund, directly or indirectly, to 
corporate taxes, withholding taxes, transfer taxes and other indirect taxes in the country in which the real estate acquired by 
the non-U.S. REIT is located. A fund’s pro rata share of any such taxes will reduce the fund’s return on its investment.  A 
fund’s investment in a non-U.S. REIT may be considered an investment in a PFIC, as discussed above in “PFIC 
investments.” Additionally, foreign withholding taxes on distributions from the non-U.S. REIT may be reduced or 
eliminated under certain tax treaties, as discussed above in “Taxation of the Fund — Foreign income tax.” Also, a fund in 
certain limited circumstances may be required to file an income tax return in the source country and pay tax on any gain 
realized from its investment in the non-U.S. REIT under rules similar to those in the United States, which tax foreign 
persons on gain realized from dispositions of interests in U.S. real estate.  
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Investment in taxable mortgage pools (excess inclusion income).  Under a Notice issued by the IRS, the Code and Treasury 
regulations to be issued, a portion of a fund’s income from a U.S. REIT that is attributable to the REIT’s residual interest in 
a real estate mortgage investment conduit (“REMIC”) or equity interests in a “taxable mortgage pool” (referred to in the 
Code as an excess inclusion) will be subject to federal income tax in all events. The excess inclusion income of a regulated 
investment company, such as a fund, will be allocated to shareholders of the regulated investment company in proportion to 
the dividends received by such shareholders, with the same consequences as if the shareholders held the related REMIC 
residual interest or, if applicable, taxable mortgage pool directly. In general, excess inclusion income allocated to 
shareholders (i) cannot be offset by net operating losses (subject to a limited exception for certain thrift institutions), (ii) 
will constitute unrelated business taxable income (“UBTI”) to entities (including qualified pension plans, individual 
retirement accounts, 401(k) plans, Keogh plans or other tax-exempt entities) subject to tax on UBTI, thereby potentially 
requiring such an entity that is allocated excess inclusion income, and otherwise might not be required to file a tax return, to 
file a tax return and pay tax on such income, and (iii) in the case of a foreign stockholder, will not qualify for any reduction 
in U.S. federal withholding tax. In addition, if at any time during any taxable year a “disqualified organization” (which 
generally includes certain cooperatives, governmental entities, and tax-exempt organizations not subject to UBTI) is a 
record holder of a share in a regulated investment company, then the regulated investment company will be subject to a tax 
equal to that portion of its excess inclusion income for the taxable year that is allocable to the disqualified organization, 
multiplied by the highest federal income tax rate imposed on corporations. The Notice imposes certain reporting 
requirements upon regulated investment companies that have excess inclusion income. There can be no assurance that a 
fund will not allocate to shareholders excess inclusion income. 
 
These rules are potentially applicable to a fund with respect to any income it receives from the equity interests of certain 
mortgage pooling vehicles, either directly or, as is more likely, through an investment in a U.S. REIT.  It is unlikely that 
these rules will apply to a fund that has a non-REIT strategy. 
 
Investments in partnerships and QPTPs.  For purposes of the Income Requirement, income derived by a fund from a 
partnership that is not a QPTP will be treated as qualifying income only to the extent such income is attributable to items of 
income of the partnership that would be qualifying income if realized directly by the fund.  While the rules are not entirely 
clear with respect to a fund investing in a partnership outside a master-feeder structure, for purposes of testing whether a 
fund satisfies the Asset Diversification Test, the fund generally is treated as owning a pro rata share of the underlying assets 
of a partnership. See, “Taxation of the Fund.”  In contrast, different rules apply to a partnership that is a QPTP.  A QPTP is 
a partnership (a) the interests in which are traded on an established securities market, (b) that is treated as a partnership for 
federal income tax purposes, and (c) that derives less than 90% of its income from sources that satisfy the Income 
Requirement (e.g., because it invests in commodities).  All of the net income derived by a fund from an interest in a QPTP 
will be treated as qualifying income but the fund may not invest more than 25% of its total assets in one or more QPTPs.  
However, there can be no assurance that a partnership classified as a QPTP in one year will qualify as a QPTP in the next 
year.  Any such failure to annually qualify as a QPTP might, in turn, cause a fund to fail to qualify as a regulated 
investment company.  Although, in general, the passive loss rules of the Code do not apply to RICs, such rules do apply to 
a fund with respect to items attributable to an interest in a QPTP.  Fund investments in partnerships, including in QPTPs, 
may result in the fund being subject to state, local or foreign income, franchise or withholding tax liabilities. 
 
Investments in convertible securities.  Convertible debt is ordinarily treated as a “single property” consisting of a pure debt 
interest until conversion, after which the investment becomes an equity interest. If the security is issued at a premium (i.e., 
for cash in excess of the face amount payable on retirement), the creditor-holder may amortize the premium over the life of 
the bond.  If the security is issued for cash at a price below its face amount, the creditor-holder must accrue original issue 
discount in income over the life of the debt. The creditor-holder’s exercise of the conversion privilege is treated as a 
nontaxable event.  Mandatorily convertible debt (e.g., an exchange traded note or ETN issued in the form of an unsecured 
obligation that pays a return based on the performance of a specified market index, exchange currency, or commodity) is 
often, but not always, treated as a contract to buy or sell the reference property rather than debt.  Similarly, convertible 
preferred stock with a mandatory conversion feature is ordinarily, but not always, treated as equity rather than debt.  
Dividends received generally are qualified dividend income and eligible for the corporate dividends-received deduction. In 
general, conversion of preferred stock for common stock of the same corporation is tax-free. Conversion of preferred stock 
for cash is a taxable redemption. Any redemption premium for preferred stock that is redeemable by the issuing company 
might be required to be amortized under original issue discount principles.  A change in the conversion ratio or conversion 
price of a convertible security on account of a dividend paid to the issuer’s other shareholders may result in a deemed 
distribution of stock to the holders of the convertible security equal to the value of their increased interest in the equity of 
the issuer. Thus, an increase in the conversion ratio of a convertible security can be treated as a taxable distribution of stock 
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to a holder of the convertible security (without a corresponding receipt of cash by the holder) before the holder has 
converted the security. 
 
Investments in securities of uncertain tax character.  A fund may invest in securities the U.S. federal income tax treatment 
of which may not be clear or may be subject to recharacterization by the IRS. To the extent the tax treatment of such 
securities or the income from such securities differs from the tax treatment expected by a fund, it could affect the timing or 
character of income recognized by the fund, requiring the fund to purchase or sell securities, or otherwise change its 
portfolio, in order to comply with the tax rules applicable to regulated investment companies under the Code. 
 
Backup Withholding.  By law, the Fund may be required to withhold a portion of your taxable dividends and sales 
proceeds unless you:  
 

 provide your correct social security or taxpayer identification number,  
 certify that this number is correct,  
 certify that you are not subject to backup withholding, and  
 certify that you are a U.S. person (including a U.S. resident alien).  

 
The Fund also must withhold if the IRS instructs it to do so. When withholding is required, the amount will be 28% of any 
distributions or proceeds paid.  Backup withholding is not an additional tax.  Any amounts withheld may be credited 
against the shareholder’s U.S. federal income tax liability, provided the appropriate information is furnished to the IRS.  
Certain payees and payments are exempt from backup withholding and information reporting. The special U.S. tax 
certification requirements applicable to non-U.S. investors to avoid backup withholding are described under the “Non-U.S. 
Investors” heading below. 
 
Non-U.S. Investors.  Non-U.S. investors (shareholders who, as to the United States, are nonresident alien individuals, 
foreign trusts or estates, foreign corporations, or foreign partnerships) may be subject to U.S. withholding and estate tax and 
are subject to special U.S. tax certification requirements. Non-U.S. investors should consult their tax advisors about the 
applicability of U.S. tax withholding and the use of the appropriate forms to certify their status. 
 
In general.  The United States imposes a flat 30% withholding tax (or a withholding tax at a lower treaty rate) on U.S. 
source dividends, including on income dividends paid to you by the Fund, subject to certain exemptions described below.  
However, notwithstanding such exemptions from U.S. withholding at the source, any dividends and distributions of income 
and capital gains, including the proceeds from the sale of your Fund shares, will be subject to backup withholding at a rate 
of 28% if you fail to properly certify that you are not a U.S. person. 
 
Capital gain dividends.  In general, capital gain dividends reported by the Fund to shareholders as paid from its net long-
term capital gains, other than long-term capital gains realized on disposition of U.S. real property interests (see the 
discussion below), are not subject to U.S. withholding tax unless you are a nonresident alien individual present in the 
United States for a period or periods aggregating 183 days or more during the calendar year. 
 
Interest-related dividends and short-term capital gain dividends. Generally, dividends reported by the Fund to shareholders 
as interest-related dividends and paid from its qualified net interest income from U.S. sources are not subject to U.S. 
withholding tax. “Qualified interest income” includes, in general, U.S. source (1) bank deposit interest, (2) short-term 
original discount, (3) interest (including original issue discount, market discount, or acquisition discount) on an obligation 
that is in registered form, unless it is earned on an obligation issued by a corporation or partnership in which the Fund is a 
10-percent shareholder or is contingent interest, and (4) any interest-related dividend from another regulated investment 
company.  Similarly, short-term capital gain dividends reported by the Fund to shareholders as paid from its net short-term 
capital gains, other than short-term capital gains realized on disposition of U.S. real property interests (see the discussion 
below), are not subject to U.S. withholding tax unless you were a nonresident alien individual present in the United States 
for a period or periods aggregating 183 days or more during the calendar year. The Fund reserves the right to not report 
interest-related dividends or short-term capital gain dividends.  Additionally, the Fund’s reporting of interest-related 
dividends or short-term capital gain dividends may not be passed through to shareholders by intermediaries who have 
assumed tax reporting responsibilities for this income in managed or omnibus accounts due to systems limitations or 
operational constraints. 
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Net investment income from dividends on stock and foreign source interest income continue to be subject to withholding 
tax; foreign tax credits.  Ordinary dividends paid by the Fund to non-U.S. investors on the income earned on portfolio 
investments in (i) the stock of domestic and foreign corporations and (ii) the debt of foreign issuers continue to be subject 
to U.S. withholding tax.  Foreign shareholders may be subject to U.S. withholding tax at a rate of 30% on the income 
resulting from an election to pass-through foreign tax credits to shareholders, but may not be able to claim a credit or 
deduction with respect to the withholding tax for the foreign tax treated as having been paid by them. 
 
Income effectively connected with a U.S. trade or business.  If the income from the Fund is effectively connected with a 
U.S. trade or business carried on by a foreign shareholder, then ordinary income dividends, capital gain dividends and any 
gains realized upon the sale or redemption of shares of the Fund will be subject to U.S. federal income tax at the rates 
applicable to U.S. citizens or domestic corporations and require the filing of a nonresident U.S. income tax return. 
 
Investment in U.S. real property.  The Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”) makes non-U.S. 
persons subject to U.S. tax on disposition of a U.S. real property interest (“USRPI”) as if he or she were a U.S. person.  
Such gain is sometimes referred to as FIRPTA gain.  The Fund may invest in equity securities of corporations that invest in 
USRPI, including U.S. REITs, which may trigger FIRPTA gain to the Fund’s non-U.S. shareholders.  The Code provides a 
look-through rule for distributions of FIRPTA gain when a RIC is classified as a qualified investment entity.  A RIC will be 
classified as a qualified investment entity if, in general, 50% or more of the RIC’s assets consist of interests in U.S. REITs 
and other U.S. real property holding corporations (“USRPHC”).  If a RIC is a qualified investment entity and the non-U.S. 
shareholder owns more than 5% of a class of Fund shares at any time during the one-year period ending on the date of the 
FIRPTA distribution, the FIRPTA distribution to the non-U.S. shareholder is treated as gain from the disposition of a 
USRPI, causing the distribution to be subject to U.S. withholding tax at a rate of 35% (unless reduced by future 
regulations), and requiring the non-U.S. shareholder to file a nonresident U.S. income tax return. 
 
In addition, even if the non-U.S. shareholder does not own more than 5% of a class of Fund shares, but the Fund is a 
qualified investment entity, the FIRPTA distribution will be taxable as ordinary dividends (rather than as a capital gain or 
short-term capital gain dividend) subject to withholding at 30% or lower treaty rate. 
 
Because the Fund expects to invest less than 50% of its assets at all times, directly or indirectly, in U.S. real property 
interests, the Fund expects that neither gain on the sale or redemption of Fund shares nor Fund dividends and distributions 
would be subject to FIRPTA reporting and tax withholding. 
 
U.S. estate tax. Transfers by gift of shares of the Fund by a foreign shareholder who is a nonresident alien individual will 
not be subject to U.S. federal gift tax.  An individual who, at the time of death, is a non-U.S. shareholder will nevertheless 
be subject to U.S. federal estate tax with respect to Fund shares at the graduated rates applicable to U.S. citizens and 
residents, unless a treaty exemption applies. If a treaty exemption is available, a decedent’s estate may nonetheless need to 
file a U.S. estate tax return to claim the exemption in order to obtain a U.S. federal transfer certificate. The transfer 
certificate will identify the property (i.e., Fund shares) as to which the U.S. federal estate tax lien has been released.  In the 
absence of a treaty, there is a $13,000 statutory estate tax credit (equivalent to U.S. situs assets with a value of $60,000).  
For estates with U.S. situs assets of not more than $60,000, the Fund may accept, in lieu of a transfer certificate, an affidavit 
from an appropriate individual evidencing that decedent’s U.S. situs assets are below this threshold amount. 
 
U.S. tax certification rules.  Special U.S. tax certification requirements may apply to non-U.S. shareholders both to avoid 
U.S. backup withholding imposed at a rate of 28% and to obtain the benefits of any treaty between the United States and 
the shareholder’s country of residence.  In general, if you are a non-U.S. shareholder, you must provide a Form W-8 BEN 
(or other applicable Form W-8) to establish that you are not a U.S. person, to claim that you are the beneficial owner of the 
income and, if applicable, to claim a reduced rate of, or exemption from, withholding as a resident of a country with which 
the United States has an income tax treaty.  A Form W-8 BEN provided without a U.S. taxpayer identification number will 
remain in effect for a period beginning on the date signed and ending on the last day of the third succeeding calendar year 
unless an earlier change of circumstances makes the information on the form incorrect.  Certain payees and payments are 
exempt from backup withholding. 
 
The tax consequences to a non-U.S. shareholder entitled to claim the benefits of an applicable tax treaty may be different 
from those described herein. Non-U.S. shareholders are urged to consult their own tax advisors with respect to the 
particular tax consequences to them of an investment in the Fund, including the applicability of foreign tax. 
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Foreign Account Tax Compliance Act (“FATCA”).  Under FATCA, the Fund will be required to withhold a 30% tax on the 
following payments or distributions made by the Fund to certain foreign entities, referred to as foreign financial institutions 
(“FFI”) or nonfinancial foreign entities (“NFFE”): (a) income dividends and (b) after December 31, 2018, certain capital 
gain distributions, return of capital distributions and the proceeds arising from the sale of Fund shares. The FATCA 
withholding tax generally can be avoided: (a) by an FFI, if it reports certain direct and indirect ownership of foreign 
financial accounts held by U.S. persons with the FFI and (b) by an NFFE, if it: (i) certifies that it has no substantial U.S. 
persons as owners or (ii) if it does have such owners, reporting information relating to them.  The U.S. Treasury has 
negotiated intergovernmental agreements (“IGA”) with certain countries and is in various stages of negotiations with a 
number of other foreign countries with respect to one or more alternative approaches to implement FATCA; an entity in 
one of those countries may be required to comply with the terms of an IGA instead of U.S. Treasury regulations. 
 
An FFI can avoid FATCA withholding if it is deemed compliant or by becoming a “participating FFI,” which requires the 
FFI to enter into a U.S. tax compliance agreement with the IRS under section 1471(b) of the Code (“FFI agreement”) under 
which it agrees to verify, report and disclose certain of its U.S. accountholders and meet certain other specified 
requirements. The FFI will either report the specified information about the U.S. accounts to the IRS, or, to the government 
of the FFI’s country of residence (pursuant to the terms and conditions of applicable law and an applicable IGA entered into 
between the U.S. and the FFI’s country of residence), which will, in turn, report the specified information to the IRS.  An 
FFI that is resident in a country that has entered into an IGA with the U.S. to implement FATCA will be exempt from 
FATCA withholding provided that the FFI shareholder and the applicable foreign government comply with the terms of 
such agreement. 
 
An NFFE that is the beneficial owner of a payment from the Fund can avoid the FATCA withholding tax generally by 
certifying that it does not have any substantial U.S. owners or by providing the name, address and taxpayer identification 
number of each substantial U.S. owner.  The NFFE will report the information to the Fund or other applicable withholding 
agent, which will, in turn, report the information to the IRS. 
 
Such foreign shareholders also may fall into certain exempt, excepted or deemed compliant categories as established by 
U.S. Treasury regulations, IGAs, and other guidance regarding FATCA.  An FFI or NFFE that invests in the Fund will need 
to provide the Fund with documentation properly certifying the entity’s status under FATCA in order to avoid FATCA 
withholding.  Non-U.S. investors should consult their own tax advisors regarding the impact of these requirements on their 
investment in the Fund.  The requirements imposed by FATCA are different from, and in addition to, the U.S. tax 
certification rules to avoid backup withholding described above.  Shareholders are urged to consult their tax advisors 
regarding the application of these requirements to their own situation. 
 
Effect of Future Legislation; Local Tax Considerations.  The foregoing general discussion of U.S. federal income tax 
consequences is based on the Code and the regulations issued thereunder as in effect on the date of this SAI. Future 
legislative or administrative changes, including provisions of current law that sunset and thereafter no longer apply, or court 
decisions may significantly change the conclusions expressed herein, and any such changes or decisions may have a 
retroactive effect with respect to the transactions contemplated herein. Rules of state and local taxation of ordinary income, 
qualified dividend income and capital gain dividends may differ from the rules for U.S. federal income taxation described 
above. Distributions may also be subject to additional state, local and foreign taxes depending on each shareholder’s 
particular situation. Non-U.S. shareholders may be subject to U.S. tax rules that differ significantly from those summarized 
above. Shareholders are urged to consult their tax advisors as to the consequences of these and other state and local tax 
rules affecting investment in the Fund. 
 
Independent Registered Public Accounting Firm 
 
KPMG LLP, 1601 Market Street, Philadelphia, Pennsylvania 19103, serves as the Funds’ independent registered public 
accounting firm, whose services include an audit of the Funds’ financial statements and the performance of related tax 
services. 
 
Legal Counsel 
 
Stradley Ronon Stevens & Young, LLP, 2600 One Commerce Square, Philadelphia, Pennsylvania 19103, serves as the 
Funds’ legal counsel. 
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Financial Statements 
 
The financial statements for the Penn Capital Managed Alpha SMID Cap Equity Fund (formerly, Penn Capital Small/Mid 
Cap Equity Fund), Penn Capital Special Situations Small Cap Equity Fund (formerly, Penn Capital Small Cap Equity 
Fund); Penn Capital Multi-Credit High Income Fund (formerly, Penn Capital Opportunistic High Yield Fund), and Penn 
Capital Defensive Floating Rate Income Fund (formerly, Penn Capital Senior Floating Rate Income Fund), and the reports 
of KPMG, LLP, the Funds’ independent registered public accounting firm, thereon for the year ended June 30, 2017, are 
incorporated by reference into this Statement of Additional Information.  We will provide a copy of each Fund’s annual and 
semi-annual reports, once available, on request and without charge.  You may request a copy of the annual and semi-annual 
reports at no charge by calling 1-844-302-PENN (7366). 
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APPENDIX A 

Standard & Poor’s® Financial Services LLC (“S&P®”) Corporate Bond Rating Definitions 

AAA-Debt rated “AAA” has the highest rating assigned by S&P®. Capacity to pay interest and repay principal is extremely 
strong. 

AA-Debt rated “AA” has a very strong capacity to pay interest and repay principal and differs from the higher-rated issues 
only in small degree. 

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

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

BB, B, CCC, CC-Debt rated “BB,” “B,” “CCC” and “CC” is regarded, on balance, as predominantly speculative with 
respect to capacity to pay interest and repay principal in accordance with the terms of the obligation. “BB” indicates the 
lowest degree of speculation and “CC” the highest degree of speculation. While such debt will likely have some quality and 
protective characteristics, these are outweighed by large uncertainties of major risk exposures to adverse conditions. 

CI-The rating “CI” is reversed for income bonds on which no interest is being paid. 

D-Debt rated “D” is in default, and payment of interest and/or repayment of principal is in arrears. 

Moody’s Investors Service©, Inc. Corporate Bond Rating Definitions 

Aaa-Bonds which are rated “Aaa” are judged to be of the best quality.  They carry the smallest degree of investment risk 
and are generally referred to as “gilt edged.” Interest payments are protected by a large or an exceptionally stable margin 
and principal is secure.  While the various protective elements are likely to change, such changes as can be visualized are 
most unlikely to impair the fundamentally strong position of such issues. 

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

A-Bonds which are rated “A” possess many favorable investment attributes and are considered as upper medium-grade 
obligations.  Factors giving security to principal and interest are considered adequate but elements may be present which 
suggest a susceptibility to impairment sometime in the near future. 

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

Ba-Bonds which are “Ba” are judged to have speculative elements; their future cannot be considered well assured.  Often 
the protection of interest and principal payments may be very moderate and thereby not well safeguarded during both good 
and bad times over the future. Uncertainty of position characterizes bonds in this class. 

B-Bonds which are rated “B” generally lack characteristics of a desirable investment.  Assurance of interest and principal 
payments or of maintenance of other terms of the contract over any long period of time may be small. 

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

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

Fitch Ratings, Inc.© Bond Rating Definitions 

AAA-Bonds considered to be investment grade and of the highest credit quality. The obligor has an exceptionally strong 
ability to pay interest and repay principal, which is unlikely to be affected by reasonably foreseeable events. 

AA-Bonds considered to be investment grade and of very high credit quality. The obligor’s ability to pay interest and repay 
principal is very strong, although not quite as strong as bonds rated “AAA.” Because bonds rated in the “AAA” and “AA” 
categories are not significantly vulnerable to foreseeable future developments, short-term debt of these issuers is generally 
rated “F-1+.” 

A-Bonds considered to be investment grade and of high credit quality. The obligor’s ability to pay interest and repay 
principal is considered strong, but may be more vulnerable to adverse changes in economic conditions and circumstances 
than bonds with higher ratings. 

BBB-Bonds considered to be investment grade and of satisfactory credit quality. The obligor’s ability to pay interest and 
repay principal is considered to be adequate. Adverse changes in economic conditions and circumstances, however, are 
more likely to have adverse impact on these bonds, and therefore impair timely payment. The likelihood that the ratings of 
these bonds will fall below investment grade is higher than for bonds with higher ratings. 

BB-Bonds are considered speculative.  The obligor’s ability to pay interest and repay principal may be affected over time 
by adverse economic changes. However, business and financial alternatives can be identified which could assist the obligor 
in satisfying its debt service requirements. 

B-Bonds are considered highly speculative.  While bonds in this class are currently meeting debt service requirements, the 
probability of continued timely payment of principal and interest reflects the obligor’s limited margin of safety and the need 
for reasonable business and economic activity throughout the life of the issue. 

CCC-Bonds have certain identifiable characteristics which, if not remedied, may lead to default.  The ability to meet 
obligations requires an advantageous business and economic environment. 

CC-Bonds are minimally protected.  Default in payment of interest and/or principal seems probable over time. 

C-Bonds are in imminent default in payment of interest or principal. 

DDD, DD, D-Bonds are in default on interest and/or principal payments. Such bonds are extremely speculative and should 
be valued on the basis of their ultimate recovery value in liquidation or reorganization of the obligor. “DDD” represents the 
highest potential for recovery on these bonds, and “D” represents the lowest potential for recovery. 
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APPENDIX B 

The following information is a summary of the proxy voting guidelines for the Advisor 

Penn Capital Management Company, Inc. 

Introduction 
Penn Capital has adopted and implemented policies and procedures that are reasonably designed to ensure that proxies are 
voted in the economic interest of its clients. 

This policy sets forth the guidelines that Penn Capital uses in voting specific proposals presented by the boards of directors 
or shareholders of companies whose securities are held in client portfolios. 

How Advisor Votes Proxies 
For clients that give us authority to vote proxies, we have the ability to tailor voting.  We vote proxies based on a client’s 
instruction or a client’s legal structure, such as an ERISA pension plan.  Absent legal structure considerations or specific 
instructions, clients’ proxies are voted in accordance with what Penn Capital believes is in the economic interest of the 
shareholders, in consultation with our proxy research provider, as described below.  Additionally, some clients 
contractually reserve the right to vote their own proxies or contractually direct us to vote their proxies in a certain manner. 

We utilize the services of the research firm of Glass Lewis & Co. (“Glass Lewis”) to provide proxy research and voting 
recommendations. Recommendations are based on objective analysis.  Penn Capital does not consider recommendations 
from Glass Lewis to be determinative of its ultimate decision. Rather, Penn Capital exercises its independent judgment in 
making voting decisions and reserves the right to vote contrary to Glass Lewis recommendations in the event that Penn 
Capital determines that it is in the client’s interest. 

We utilize the services of the Proxy Edge automated voting system provided by Broadridge to electronically vote ballots. 
Broadridge notifies Penn Capital in advance of the board meetings, provides the appropriate proxies to be voted, and 
maintains records of proxy statements received and votes cast. 

Proxy Voting Guidelines 
The following Glass Lewis guidelines have been adopted by Penn Capital to objectively evaluate proxy votes that are in the 
economic interest of our clients. These guidelines are not an exhaustive list of all the issues that may arise and Penn Capital 
cannot anticipate all future situations. In all cases, each proxy will be considered based on the relevant facts and 
circumstances. 

1. Board of Directors: The election of directors and an independent board is important to ethical and effective 
corporate governance. Directors are expected to be competent individuals and they should be accountable and 
responsive to shareholders. Advisor supports an independent board of directors, and prefers that key committees 
such as audit, nominating, and compensation committees be comprised of independent directors. Advisor 
generally votes against management efforts to classify a board and generally supports proposals to declassify the 
board of directors. Advisor considers withholding votes from directors with an unsatisfactory attendance record. 
While generally in favor of separating Chairman and CEO positions, Advisor will review this issue on a case-by-
case basis, considering other factors, including the company’s corporate governance guidelines and performance. 
Advisor evaluates proposals to restore or provide for cumulative voting on a case-by-case basis and considers such 
factors as corporate governance provisions as well as relative performance. 

2. Ratification of Auditors: In light of several high profile accounting scandals, Glass Lewis closely scrutinizes the 
role and performance of auditors. On a case-by-case basis, Glass Lewis examines proposals relating to non-audit 
relationships and non-audit fees. Glass Lewis considers, on a case-by-case basis, proposals to rotate auditors, and 
votes against the ratification of auditors when there is clear and compelling evidence of accounting irregularities or 
negligence attributable to the auditors. 

3. Management & Director Compensation: A company’s equity-based compensation plan should align with the 
shareholders’ long-term interests. Glass Lewis evaluates plans on a case-by-case basis by considering several 
factors to determine whether the plan is fair and reasonable. Advisor generally opposes plans that have the 
potential to be excessively dilutive. The Advisor generally supports employee stock option plans. Severance 
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compensation arrangements are reviewed on a case-by-case basis, although Advisor generally opposes “golden 
parachutes” that are considered excessive. Advisor normally supports proposals that require a percentage of 
director compensation be in the form of common stock, as it aligns their interests with those of the shareholders. 
Advisor reviews on a case-by-case basis any shareholder proposals to adopt policies on expensing stock option 
plans, and continues to monitor future developments in this area. 

4. Anti-Takeover Mechanisms and Related Issues: Advisor generally opposes anti-takeover measures since they tend 
to reduce shareholder rights. However, as with all proxy issues, Glass Lewis conducts an independent review of 
each anti-takeover proposal. Occasionally, Advisor may vote with management when the research analyst has 
concluded that the proposal is not onerous and would not harm Client interests as stockholders. Advisor generally 
supports proposals that require shareholder rights plans (“poison pills”) to be subject to a shareholder vote. 
Advisor evaluates shareholder rights’ plans on a case-by-case basis to determine whether they warrant support. 
Advisor generally votes against any proposal to issue stock that has unequal or subordinate voting rights. 
Additionally, Advisor generally opposes any supermajority voting requirements as well as the payment of 
“greenmail.” Advisor usually supports “fair price” provisions and confidential voting. 

5. Changes to Capital Structure: Advisor realizes that a company’s financing decisions significantly impact its 
shareholders, particularly when they involve the issuance of additional shares of common or preferred stock or the 
assumption of additional debt. Glass Lewis will carefully review, on a case-by-case basis, proposals by companies 
to increase authorized shares and the purpose for the increase. Advisor generally votes against dual-class capital 
structures to increase the number of authorized shares where that class of stock would have superior voting rights. 
Advisor generally votes in favor of the issuance of preferred stock in cases where the company specifies the 
voting, dividend, conversion and other rights of such stock and the terms of the preferred stock issuance are 
deemed reasonable. Glass Lewis reviews proposals seeking preemptive rights on a case-by-case basis. 

6. Social and Corporate Policy Issues: As a fiduciary, Advisor is primarily concerned about the financial interests of 
its Clients. Advisor generally gives management discretion with regard to social, environmental and ethical issues, 
although Advisor may vote in favor of those issues that are believed to have significant economic benefits or 
implications. 

Responsibility and Oversight 
Penn Capital has established a Proxy Voting Committee, which is responsible for the review and approval of the firm’s 
written Proxy Policy procedures and guidelines.  The firm’s Chief Compliance Officer monitors regulatory developments 
with respect to proxy voting and works with the Proxy Voting Committee to develop policies that implement those 
requirements.  Daily administration of the proxy voting process is the responsibility of the Portfolio Accounting 
department. 

Penn Capital will generally attempt to process every proxy it receives for all domestic and foreign securities. However, 
there may be situations in which Penn Capital may be unable to vote a proxy, or may choose not to vote a proxy, such as 
where: (i) the proxy ballot was not received from the custodian bank; (ii) a meeting notice was received too late; (iii) there 
are fees imposed upon the exercise of a vote and it is determined that such fees outweigh the benefit of voting; (iv) there are 
legal encumbrances to voting, including blocking restrictions in certain markets that preclude the ability to dispose of a 
security if Penn Capital votes a proxy or where Penn Capital is prohibited from voting by applicable law or other regulatory 
or market requirements, including but not limited to, effective powers of attorney; (v) Penn Capital held shares on the 
record date but has sold them prior to the meeting date; (vi) proxy voting service is not offered by the custodian in the 
market; (vii) Penn Capital believes it is not in the best interest of a Fund or its shareholders to vote the proxy for any other 
reason not enumerated herein; or (viii) a security is subject to a securities lending or similar program that has transferred 
legal title to the security to another person. In some foreign jurisdictions, even if Penn Capital uses reasonable efforts to 
vote a proxy on behalf of a Fund, such vote or proxy may be rejected because of (a) operational or procedural issues 
experienced by one or more third parties involved in voting proxies in such jurisdictions; (b) changes in the process or 
agenda for the meeting by the issuer for which Penn Capital does not have sufficient notice; and (c) the exercise by the 
issuer of its discretion to reject the vote of Penn Capital. 

Conflicts of Interest 
Conflicts of interest will be resolved in favor of the clients’ interests. The CCO is responsible for resolving potential 
conflicts of interest in the proxy voting process. Examples of potential conflicts of interest include: 
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1. Advisor or principals have a business or personal relationship with participants in a proxy contest, corporate 
directories or candidates for directorships; 

2. The Advisor or principals have a material business relationship with a proponent of a proxy proposal and this 
business relationship may influence how the proxy vote is cast. 

When a potential material conflict of interest exists, Penn Capital will obtain Client consent before voting.  Penn Capital 
will provide the Client with sufficient information regarding the shareholder vote and the Advisor’s potential conflict, so 
the Client can make an informed decision whether to consent. 

 

 


