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Statement of Additional Information
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This Statement of Additional Information (“SAI”) is not a prospectus, and it should be read in
conjunction with the Prospectus dated June 28, 2011, as may be revised from time to time (the
“Prospectus”), of the American Trust Allegiance Fund (the “Fund”), a series of Advisors Series
Trust (the “Trust”). American Trust Investment Advisors, LLC (the “Advisor”) is the
investment advisor to the Fund. A copy of the Prospectus may be obtained from the Fund at 615
East Michigan Street, Milwaukee, Wisconsin 53202, on the Fund’s website at
http://www.allegiancefund.com or by calling 1-800-385-7003.

The Fund’s financial statements for the fiscal year ended February 28, 2011, are incorporated
herein by reference to the Fund’s Annual Report dated February 28, 2011. A copy of the Annual
Report may be obtained without charge on the Fund’s website at http://www.allegiancefund.com
or by calling or writing the Fund as shown above.
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THE TRUST

The Trust is a Delaware statutory trust organized under the laws of the State of Delaware on
October 3, 1996, and is registered with the Securities and Exchange Commission (the “SEC”) as
an open-end management investment company. The Trust’s Agreement and Declaration of Trust
(the “Declaration of Trust”) permits the Trust’s Board of Trustees (the “Board” or the
“Trustees”) to issue an unlimited number of full and fractional shares of beneficial interest, par
value $0.01 per share, which may be issued in any number of series. The Trust consists of
various series that represent separate investment portfolios. The Board may from time to time
issue other series, the assets and liabilities of which will be separate and distinct from any other
series. This SAI relates only to the Fund.

The Fund commenced operations on March 11, 1997.

Registration with the SEC does not involve supervision of the management or policies of the
Fund. The Prospectus of the Fund and this SAI omit certain of the information contained in the
Registration Statement filed with the SEC. Copies of such information may be obtained from the
SEC upon payment of the prescribed fee or may be accessed free of charge at the SEC’s website
at www.sec.gov.

INVESTMENT POLICIES AND RISKS

The discussion below supplements information contained in the Fund’s Prospectus as to the
Fund’s investment policies and the risks of investing in the Fund.

Diversification

The Fund is diversified. This means, among other things, that as to 75% of a Fund’s total assets
(1) no more than 5% may be in the securities of a single issuer, and (2) it may not hold more than
10% of the outstanding voting securities of a single issuer.

Under applicable federal securities laws, the diversification of a mutual fund’s holdings is
measured at the time the fund purchases a security. However, if the Fund purchases a security
and holds it for a period of time, the security may become a larger percentage of the Fund’s total
assets due to movements in the financial markets. If the market affects several securities held by
the Fund, the Fund may have a greater percentage of its assets invested in securities of fewer
issuers. Accordingly, the Fund is subject to the risk that its performance may be hurt
disproportionately by the poor performance of relatively few securities despite the Fund’s
qualifying as a diversified mutual fund under applicable federal securities laws.

Percentage Limitations
Whenever an investment policy or limitation states a maximum percentage of the Fund’s assets

that may be invested in any security or other asset, or sets forth a policy regarding quality
standards, such standards or percentage limitation will be determined immediately after and as a



result of the Fund’s acquisition or sale of such security or other asset. Accordingly, except with
respect to borrowing, any subsequent change in values, net assets or other circumstances will not
be considered in determining whether an investment complies with the Fund’s investment
policies and limitations. In addition, if a bankruptcy or other extraordinary event occurs
concerning a particular investment by the Fund, the Fund may receive stock, real estate or other
investments that the Fund would not, or could not buy. If this happens, the Fund would sell such
investments as soon as practicable while trying to maximize the return to its shareholders.

Recent Regulatory Events

The U.S. Government, the Federal Reserve, the Treasury, the SEC, the Federal Deposit
Insurance Corporation and other governmental and regulatory bodies have recently taken or are
considering taking actions to address the financial crisis. These actions include, but are not
limited to, the enactment by the United States Congress of the “Dodd-Frank Wall Street Reform
and Consumer Protection Act,” which was signed into law on July 21, 2010, and imposes a new
regulatory framework over the U.S. financial services industry and the consumer credit markets
in general, and proposed regulations by the SEC. Given the broad scope, sweeping nature, and
relatively recent enactment of some of these regulatory measures, the potential impact they could
have on securities held by the Fund is unknown. There can be no assurance that these measures
will not have an adverse effect on the value or marketability of securities held by the Fund.
Furthermore, no assurance can be made that the U.S. Government or any U.S. regulatory body
(or other authority or regulatory body) will not continue to take further legislative or regulatory
action in response to the economic crisis or otherwise, and the effect of such actions, if taken,
cannot be known.

Equity Securities

The Fund may invest in common stocks, preferred stocks, convertible securities, rights, warrants
and depositary receipts (“DRs”), each of which is subject to certain risks, as discussed below.

All investments in equity securities are subject to market risks that may cause their prices to
fluctuate over time. Historically, the equity markets have moved in cycles and the value of the
securities in a Fund’s portfolio may fluctuate substantially from day to day. Owning an equity
security can also subject a Fund to the risk that the issuer may discontinue paying dividends.

Common Stocks. A common stock represents a proportionate share of the ownership of a
company and its value is based on the success of the company’s business, any income paid to
stockholders, the value of its assets, and general market conditions. In addition to the general
risks set forth above, investments in common stocks are subject to the risk that in the event a
company in which a Fund invests is liquidated, the holders of preferred stock and creditors of
that company will be paid in full before any payments are made to the Fund as a holder of
common stock. It is possible that all assets of that company will be exhausted before any
payments are made to the Fund.

Preferred Stocks. The Fund may invest in preferred stocks. A preferred stock blends the
characteristics of a bond and common stock. It can offer the fixed dividends of a bond and the
equity ownership of a common stock. Unlike common stock, its participation in the issuer’s
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growth may be limited. Preferred stock prices tend to fluctuate with changes in interest rates
rather than the issuing company’s business prospects. Preferred stock has priority claim over
common stock: (a) in the receipt of dividends, and (b) should the issuer be dissolved, in any
residual assets after payment to creditors. Although the dividend is set at a fixed annual rate, in
some circumstances it can be changed or omitted by the issuer.

Convertible Securities. The Fund may invest in convertible securities. Traditional convertible
securities include corporate bonds, notes and preferred stocks that may be converted into or
exchanged for common stock, and other securities that also provide an opportunity for equity
participation. These securities are convertible either at a stated price or a stated rate (that is, for a
specific number of shares of common stock or other security). As with other fixed income
securities, the price of a convertible security generally varies inversely with interest rates. While
providing a fixed income stream, a convertible security also affords the investor an opportunity,
through its conversion feature, to participate in the capital appreciation of the common stock into
which it is convertible. As the market price of the underlying common stock declines,
convertible securities tend to trade increasingly on a yield basis and so may not experience
market value declines to the same extent as the underlying common stock. When the market
price of the underlying common stock increases, the price of a convertible security tends to rise
as a reflection of higher yield or capital appreciation. In such situations, the Fund may have to
pay more for a convertible security than the value of the underlying common stock.

Rights and Warrants. The Fund may invest in rights and warrants. A right is a privilege granted
to existing shareholders of a corporation to subscribe to shares of a new issue of common stock.
Rights normally have a short life, usually two to four weeks, are freely transferable and entitle
the holder to buy the new common stock at a lower price than the current market. Warrants are
options to purchase equity securities at a specific price for a specific period of time. They do not
represent ownership of the securities, but only the right to buy them. Hence, warrants have no
voting rights, pay no dividends and have no rights with respect to the assets of the corporation
issuing them. The value of warrants is derived solely from capital appreciation of the underlying
equity securities. Warrants differ from call options in that the underlying corporation issues
warrants, whereas call options may be written by anyone. An investment in rights and warrants
may entail greater risks than certain other types of investments. Generally, rights and warrants
do not carry the right to receive dividends or exercise voting rights with respect to the underlying
securities, and they do not represent any rights in the assets of the issuer. In addition, although
their value is influenced by the value of the underlying security, their value does not necessarily
change with the value of the underlying securities, and they cease to have value if they are not
exercised on or before their expiration date. Investing in rights and warrants increases the
potential profit or loss to be realized from the investment as compared with investing the same
amount in the underlying securities.

Foreign Securities
The Fund may invest up to 40% of its net assets in securities of non-U.S. issuers (“foreign

securities”) through U.S. listed exchanges, depositary receipts or through purchases on foreign
exchanges.



Depositary Receipts. Depositary Receipts include American Depositary Receipts (“ADRSs”),
European Depositary Receipts (“EDRs”), Global Depositary Receipts (“GDRs”) or other forms
of depositary receipts. Depositary Receipts are receipts typically issued in connection with a
U.S. or foreign bank or trust company which evidence ownership of underlying securities issued
by a non-U.S. company.

Risks of Investing in Foreign Securities. Investments in foreign securities involve certain
inherent risks, including the following:

Political and Economic Factors. Individual economies of certain countries may differ
favorably or unfavorably from the United States” economy in such respects as growth of
gross national product, rate of inflation, capital reinvestment, resource self-sufficiency,
diversification and balance of payments position. The internal politics of certain non-U.S.
countries may not be as stable as those of the United States. Governments in certain foreign
countries also continue to participate to a significant degree, through ownership interest or
regulation, in their respective economies. Action by these governments could include
restrictions on foreign investment, nationalization, expropriation of goods or imposition of
taxes, and could have a significant effect on market prices of securities and payment of
interest. The economies of many non-U.S. countries are heavily dependent upon
international trade and are accordingly affected by the trade policies and economic conditions
of their trading partners. Enactment by these trading partners of protectionist trade
legislation could have a significant adverse effect upon the securities markets of such
countries.

Currency Fluctuations. To the extent the Fund invests in securities denominated in foreign
currencies, the Fund will be subject to the risk that a change in the value of any such
currency against the U.S. dollar will result in a corresponding change in the U.S. dollar value
of the Fund’s assets denominated in that currency. Investing in foreign denominated
securities may also result in transaction costs incurred in connection with conversions
between various currencies. In addition, only a limited market currently exists for hedging
transactions relating to currencies in certain emerging markets and securities transactions
undertaken in foreign markets may not be settled promptly, subjecting the Fund to the risk of
fluctuating currency exchange rates pending settlement.

Legal and Regulatory Matters. Certain non-U.S. countries may have less supervision of
securities markets, brokers and issuers of securities, and less financial information available
to issuers, than is available in the United States.

Taxes. The interest and dividends payable on certain of the Fund’s foreign portfolio
securities may be subject to foreign withholding taxes, thus reducing the net amount of
income available for distribution to the Fund’s shareholders. Based on the principal
investment strategies of the Fund, it is not expected that the Fund will be eligible to pass
through to its shareholders any credits or deductions against their U.S. federal income tax
with respect to any foreign withholding taxes paid by the Fund.



In considering whether to invest in the securities of a non-U.S. company, the Advisor considers
such factors as the characteristics of the particular company, differences between economic
trends and the performance of securities markets within the U.S. and those within other
countries, and also factors relating to the general economic, governmental and social conditions
of the country or countries where the company is located. The extent to which the Fund will be
invested in non-U.S. companies and countries and depositary receipts will fluctuate from time to
time within any limitations described in the Prospectus, depending on the Advisor’s assessment
of prevailing market, economic and other conditions.

Emerging Markets

The Fund may invest up to 30% of its net assets in foreign securities of companies that are
located in developing or emerging markets. Investing in securities of issuers located in these
markets may pose greater risks not typically associated with investing in more established
markets such as increased risk of social, political and economic instability. Emerging market
countries typically have smaller securities markets than developed countries and therefore less
liquidity and greater price volatility than more developed markets. Securities traded in emerging
markets may also be subject to risks associated with the lack of modern technology, poor
infrastructures, the lack of capital base to expand business operations and the inexperience of
financial intermediaries, custodians and transfer agents. Emerging market countries are also
more likely to impose restrictions on the repatriation of an investor’s assets and even where there
IS no outright restriction on repatriation, the mechanics of repatriations may delay or impede the
Fund’s ability to obtain possession of its assets. As a result, there may be an increased risk or
price volatility associated with the Fund’s investments in emerging market countries, which may
be magnified by currency fluctuations.

Dividends and interest payable on the Fund’s foreign securities may be subject to foreign
withholding tax. The Fund may also be subject to foreign taxes on its trading profits. Some
countries may also impose a transfer or stamp duty on certain securities transactions. The
imposition of these taxes will increase the cost to the Fund of investing in those countries that
impose these taxes. To the extent such taxes are not offset by credits or deductions available to
shareholders in the Fund under U.S. tax law, they will reduce the net return to the Fund’s
shareholders. Based on the principal investment strategies of the Fund, it is not expected that the
Fund will be eligible to pass through to its shareholders any credits or deductions against their
U.S. federal income tax with respect to any foreign withholding taxes paid by the Fund.

Small-Sized Companies

The Fund may invest in companies with market capitalizations of less than $1 billion (a “small-
cap company”). Historically, stocks of small-cap companies have been more volatile than stocks
of larger companies and are, therefore, more speculative than investments in larger companies.
Among the reasons for the greater price volatility are the following: (1) the less certain growth
prospects of small-cap companies; (2) the lower degree of liquidity in the markets for such
stocks; and (3) the greater sensitivity of small-cap companies to changing economic conditions.
Besides exhibiting greater volatility, small-cap company stocks may, to a degree, fluctuate
independently of larger company stocks. Small-cap company stocks may decline in price as



large company stocks rise, or rise in price as large company stocks decline. Due to these and
other factors, small companies may suffer significant losses, as well as realize substantial
growth. Thus, securities of small companies present greater risks than securities of larger, more
established companies. You should therefore expect the value of Fund shares to be more volatile
than the shares of a mutual fund investing primarily in larger company stocks.

Investments in small or unseasoned companies or companies with special circumstances often
involve much greater risk than are inherent in other types of investments, because securities of
such companies may be more likely to experience unexpected fluctuations in prices.

Medium- Sized Companies

The medium-sized companies (“mid-cap companies”) in which the Fund may invest ($1 - $10
billion of market capitalization) may be more vulnerable to adverse business or economic events
than larger companies. Historically, stocks of mid-cap companies have been more volatile than
stocks of larger companies and may be considered to be more speculative than investments in
larger companies. Thus, securities of mid-cap companies present greater risks than securities of
larger, more established companies. You should consider that the value of Fund shares may be
more volatile than the shares of a mutual fund investing primarily in larger company stocks.

Investment Company Securities

The Fund may invest in shares of other registered investment companies, including exchange-
traded funds (“ETFs”), money market funds and other mutual funds, in pursuit of its investment
objective, subject to the limitations set forth in the Investment Company Act of 1940 (the “1940
Act”). This may include investments in money market mutual funds in connection with the
Fund’s management of daily cash positions. Investments in the securities of other registered
investment companies may involve duplication of management fees and certain other expenses.
By investing in another investment company, a Fund will become a shareholder of that
investment company. As a result, Fund shareholders indirectly will bear the Fund’s
proportionate share of the fees and expenses paid by shareholders of the other investment
company, in addition to the fees and expenses Fund shareholders directly bear in connection with
the Fund’s own operations.

Section 12(d)(1)(A) of the 1940 Act generally prohibits a fund from purchasing (1) more than
3% of the total outstanding voting stock of another fund; (2) securities of another fund having an
aggregate value in excess of 5% of the value of the acquiring fund; and (3) securities of the other
fund and all other funds having an aggregate value in excess of 10% of the value of the total
assets of the acquiring fund. There are some exceptions, however, to these limitations pursuant
to various rules promulgated by the SEC.

In accordance with Section 12(d)(1)(F) and Rule 12d1-3 of the 1940 Act, the provisions of
Section 12(d)(1) shall not apply to securities purchased or otherwise acquired by the Fund if
(i) immediately after such purchase or acquisition not more than 3% of the total outstanding
stock of such registered investment company is owned by the Fund and all affiliated persons of
the Fund; and (ii) the Fund is not proposing to offer or sell any security issued by it through a



principal underwriter or otherwise at a public or offering price including a sales load that exceeds
the limits set forth in Rule 2830 of the Conduct Rules of the Financial Industry Regulatory
Authority applicable to a fund of funds (i.e., 8.5%).

Exchange-Traded Funds. ETFs are open-end investment companies whose shares are listed on a
national securities exchange. An ETF is similar to a traditional mutual fund, but trades at
different prices during the day on a securities exchange like a stock. Similar to investments in
other investment companies discussed above, the Fund’s investments in ETFs will involve
duplication of management fees and other expenses since the Fund will be investing in another
investment company. In addition, the Fund’s investment in ETFs is also subject to its limitations
on investments in investment companies discussed above. To the extent the Fund invests in
ETFs which focus on a particular market segment or industry, the Fund will also be subject to the
risks associated with investing in those sectors or industries. The shares of the ETFs in which
the Fund will invest will be listed on a national securities exchange and the Fund will purchase
and sell these shares on the secondary market at their current market prices, as applicable, which
may be more or less than their net asset value (“NAV”) per share. Investors in the Fund should
be aware that ETFs that seek to replicate a particular benchmark index are subject to “tracking
risk,” which is the risk that an ETF will not be able to replicate exactly the performance of the
index it tracks.

As a purchaser of ETF shares on the secondary market, the Fund will be subject to the market
risk associated with owning any security whose value is based on market price. ETF shares
historically have tended to trade at or near their NAV, but there is no guarantee that they will
continue to do so. Unlike traditional mutual funds, shares of an ETF may be purchased and
redeemed directly from the ETF only in large blocks (typically, 50,000 shares or more) and only
through participating organizations that have entered into contractual agreements with the ETF.
The Fund does not expect to enter into such agreements and therefore will not be able to
purchase and redeem its ETF shares directly from the ETF.

Exchange-Traded Notes

The Fund may also invest in shares of exchange-traded notes (“ETNs”). ETNs are a type of
unsecured, unsubordinated debt security that combines certain aspects of bonds and ETFs.
Similar to ETFs, ETNs are traded on a major exchange (e.g., NYSE) during normal trading
hours. However, ETNSs are not investment companies and investors can also hold the ETN until
maturity. At maturity, the issuer pays to the investor a cash amount equal to principal amount,
subject to the day’s index factor. ETN returns are based upon the performance of a market index
minus applicable fees. ETNs do not make periodic coupon payments and provide no principal
protection. The value of an ETN may be influenced by time to maturity, level of supply and
demand for the ETN, volatility and lack of liquidity in underlying commodities markets, changes
in the applicable interest rates, changes in the issuer’s credit rating and economic, legal, political
or geographic events that affect the referenced commodity. The value of the ETN may drop due
to a downgrade in the issuer’s credit rating, despite the underlying index remaining unchanged.
In recent years, the Internal Revenue Service has issued several private letter rulings in which
ETNs that track commaodity indices were treated as generating qualifying income for purposes of
the annual gross income test applicable to regulated investment companies under

Section 851(b)(2) of the Internal Revenue Code of 1986, as amended (the “Code”). Private letter
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rulings do not constitute legal precedent and cannot be relied upon by taxpayers other than those
who receive the ruling. The commodity-linked ETNs that were determined to generate
qualifying income in these private letter rulings each satisfied the requirements under the
Commodities Exchange Act for treatment of a hybrid instrument as predominantly a security.

Real Estate Investment Trusts (“REITS”)

The Fund may invest in REITs. REITs are companies that develop, own or finance real estate.
Most REITs specialize in commercial property like apartments, offices, malls, clinics and
warehouses. Some REITSs specialize in a city or region. Some REITs finance real estate
transactions by making loans or buying mortgages.

A REIT is a corporation or a business trust that would otherwise be taxed as a corporation, but
for the special tax treatment in the Code available for REITs that satisfy certain requirements.
REITs are often divided into three categories: equity REITs, mortgage REITs and hybrid REITs.
An equity REIT invests primarily in the fee ownership or leasehold ownership of land and
buildings. Rental income is the main source of income for equity REITs. An equity REIT may
also realize capital gains or losses by selling real estate properties in its portfolio that have
appreciated or depreciated in value. A mortgage REIT invests primarily in mortgages and other
debt instruments secured by real estate, which may secure construction, development or long-
term loans. A hybrid REIT combines the characteristics of equity REITs and mortgage REITS,
generally by holding both ownership interests and mortgage interests in real estate.

Risks Relating to REITs. REITs may be affected by changes in the value of their underlying
properties or by defaults by their borrowers or tenants. Furthermore, these entities depend upon
specialized management skills, have limited diversification and are, therefore, subject to risks
inherent in financing a limited number of projects. In certain cases, the organizational
documents of a REIT may grant the REIT’s sponsors the right to exercise control over the
operations of the REIT even though the sponsor owns only a minority share; or a conflict of
interest (for example, the desire to postpone certain taxable events) could influence a sponsor to
not act in the best interests of the REIT’s shareholders. The organizational documents of many
REITs also contain various anti-takeover provisions that could have the effect of delaying or
preventing a transaction or change in control of the REIT that might involve a premium price for
the REIT’s shares or otherwise may not be in the best interests of the REIT’s shareholders.
REITs depend generally on their ability to generate cash flow to make distributions to
shareholders, and certain REITs have self-liquidation provisions by which mortgages held may
be paid in full and distributions of capital returns may be made at any time. In addition, the
performance of a REIT or a real estate operating company may be affected by changes in the tax
laws or by its failure to qualify for tax-free pass-through of income.

Short Sales

The Fund is authorized to make short sales of securities, in an amount of up to 10% of the Fund’s
net assets. In a short sale, the Fund sells a security, which it does not own, in anticipation of a
decline in the market value of the security. To complete the sale, the Fund must borrow the
security (generally from the broker through which the short sale is made) in order to make



delivery to the buyer. The Fund is then obligated to replace the security borrowed by purchasing
it at the market price at the time of replacement. The Fund is said to have a “short position” in
the securities sold until it delivers them to the broker. The period during which the Fund has a
short position can range from as little as one day to more than a year. Until the security is
replaced, the proceeds of the short sale are retained by the broker, and the Fund is required to pay
to the broker a negotiated portion of any dividends or interest which accrue during the period of
the loan. To meet current margin requirements, the Fund is also required to deposit with the
broker additional cash or securities so that the total deposit with the broker is maintained daily at
150% of the current market value of the securities sold short (100% of the current market value
if a security is held in the account that is convertible or exchangeable into the security sold short
within 90 days without restriction other than the payment of money).

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

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

Bank Certificates of Deposit, Bankers” Acceptances and Time Deposits. The Fund may acquire
certificates of deposit, bankers’ acceptances and time deposits. Certificates of deposit are
negotiable certificates issued against funds deposited in a commercial bank for a definite period
of time and earning a specified return. Bankers’ acceptances are negotiable drafts or bills of
exchange, normally drawn by an importer or exporter to pay for specific merchandise, which are
“accepted” by a bank, meaning in effect that the bank unconditionally agrees to pay the face
value of the instrument on maturity. Certificates of deposit and bankers’ acceptances acquired
by the Fund will be dollar-denominated obligations of domestic or foreign banks or financial
institutions which at the time of purchase have capital, surplus and undivided profits in excess of
$100 million (including assets of both domestic and foreign branches), based on latest published
reports, or less than $100 million if the principal amount of such bank obligations are fully
insured by the U.S. Government. If the Fund holds instruments of foreign banks or financial
institutions, it may be subject to additional investment risks that are different in some respects
from those incurred by a fund that invests only in debt obligations of U.S. domestic issuers. See
“Foreign Securities” above. Such risks include future political and economic developments, the
possible imposition of withholding taxes by the particular country in which the issuer is located
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on interest income payable on the securities, the possible seizure or nationalization of foreign
deposits, the possible establishment of exchange controls or the adoption of other foreign
governmental restrictions which might adversely affect the payment of principal and interest on
these securities.

Domestic banks and foreign banks are subject to different governmental regulations with respect
to the amount and types of loans which may be made and interest rates which may be charged.
In addition, the profitability of the banking industry depends largely upon the availability and
cost of funds for the purpose of financing lending operations under prevailing money market
conditions. General economic conditions as well as exposure to credit losses arising from
possible financial difficulties of borrowers play an important part in the operations of the
banking industry.

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

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

Savings Association Obligations. The Fund may invest in certificates of deposit (interest-bearing
time deposits) issued by savings banks or savings and loan associations that have capital, surplus
and undivided profits in excess of $100 million, based on latest published reports, or less than

$100 million if the principal amount of such obligations is fully insured by the U.S. Government.

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

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

by the Advisor to be of comparable quality. These rating symbols are described in the Appendix.

Government Obligations
The Fund may make short-term investments in U.S. Government obligations. Such obligations

include Treasury bills, certificates of indebtedness, notes and bonds, and issues of such entities
as the Government National Mortgage Association (“GNMA?”), Export-Import Bank of the
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United States, Tennessee Valley Authority, Resolution Funding Corporation, Farmers Home
Administration, Federal Home Loan Banks, Federal Intermediate Credit Banks, Federal Farm
Credit Banks, Federal Land Banks, Federal Housing Administration, Federal National Mortgage
Association (“FNMA”), Federal Home Loan Mortgage Corporation, and the Student Loan
Marketing Association.

Some of these obligations, such as those of the GNMA, are supported by the full faith and credit
of the U.S. Treasury; others, such as those of the Export-Import Bank of United States, are
supported by the right of the issuer to borrow from the Treasury; others, such as those of the
FNMA, are supported by the discretionary authority of the U.S. Government to purchase the
agency’s obligations; still others, such as those of the Student Loan Marketing Association, are
supported only by the credit of the instrumentality. No assurance can be given that the U.S.
Government would provide financial support to U.S. Government-sponsored instrumentalities if
it is not obligated to do so by law.

Repurchase Agreements

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

Borrowing

The Fund is authorized to borrow money from time to time for temporary, extraordinary or
emergency purposes or for clearance of transactions in amounts up to 5% of the value of its total
assets at the time of such borrowings.

Investment Restrictions

The Trust (on behalf of the Fund) has adopted the following restrictions as fundamental policies,
which may not be changed without the affirmative vote of the holders of a “majority,” as defined
in the 1940 Act, of the outstanding voting securities of the Fund. Under the 1940 Act, the “vote

of the holders of a majority of the outstanding voting securities” means the vote of the holders of
the lesser of (i) 67% of the shares of the Fund represented at a meeting at which the holders of
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more than 50% of its outstanding shares are represented or (ii) more than 50% of the outstanding
shares of the Fund.

As a matter of fundamental policy, the Fund is diversified,; i.e., as to 75% of the value of its total
assets: (i) no more than 5% of the value of its total assets may be invested in the securities of any
one issuer (other than U.S. Government securities); and (ii) the Fund’s position in any single
issuer may not represent more than 10% of such issuer’s voting securities. The Fund’s
investment objective is also fundamental.

In addition, the Fund may not:

1.

8.

Issue senior securities, borrow money or pledge its assets, except that (i) the Fund may
borrow on an unsecured basis from banks for temporary or emergency purposes or for the
clearance of transactions in amounts not exceeding 5% of its total assets (including the
amount borrowed), provided that it will not make investments while borrowings in excess
of 5% of the value of its total assets are outstanding;

Purchase securities on margin, except such short-term credits as may be necessary for the
clearance of transactions;

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

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

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

Purchase or sell commaodities or commaodity futures contracts;

Make loans of money (except for purchases of debt securities consistent with the
investment policies of the Fund and except for repurchase agreements); or

Make investments for the purpose of exercising control or management.

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

The Fund may not:

1.

Invest in the securities of other investment companies or purchase any other investment
company’s voting securities or make any other investment in other investment companies
except to the extent permitted by federal securities law; or
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2. Invest in securities that are restricted as to disposition or otherwise are illiquid or have no
readily available market (except for securities which are determined by the Board of
Trustees to be liquid).

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

MANAGEMENT

The overall management of the business and affairs of the Trust is vested with its Board, all of

whom are independent of the Advisor. The Board approves all significant agreements between
the Trust and persons or companies furnishing services to it, including the agreements with the

Advisor, Administrator, Custodian and Transfer Agent each as defined below. The day-to-day
operations of the Trust are delegated to its officers, subject to the Fund’s investment objectives,
strategies, and policies and to general supervision by the Board.

The Trustees and officers of the Trust, their ages, positions with the Trust, term of office with the
Trust and length of time served, business addresses, principal occupations during the past five
years and other directorships held are set forth in the table below.

Independent Trustees®

Number of
Portfolios
in Fund Other
Position Term of Office Complex Directorships Held
Name, Address Held with  and Length of Principal Occupation Overseen by  During Past Five
and Age the Trust  Time Served During Past Five Years Trustee® Years
Sallie P. Diederich Trustee Indefinite term Independent Mutual Fund 1 None.
(age 61) since January Consultant, (1995 to
615 E. Michigan Street 2011. present); Advisor
Milwaukee, WI 53202 Corporate Controller,

Transamerica Fund
Management Company
(1994 to 1995); Senior
Vice President, Mutual
Fund and Custody
Operations, Putnam
Investments (1992 to
1993); Vice President and
Controller, Mutual Fund
Accounting, American
Capital Mutual Funds
(1986 to 1992).
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Position Term of Office
Name, Address Held with  and Length of
and Age the Trust  Time Served
Donald E. O’Connor Trustee Indefinite term
(age 75) since February
615 E. Michigan Street 1997.
Milwaukee, WI 53202
George J. Rebhan Trustee Indefinite term
(age 76) since May 2002.
615 E. Michigan Street
Milwaukee, W1 53202
George T. Wofford Trustee Indefinite term
(age 71) since February
615 E. Michigan Street 1997.
Milwaukee, WI 53202
Interested Trustee

Position Term of Office
Name, Address Held with and Length of
and Age the Trust  Time Served
Joe D. Redwine® Interested  Indefinite term
(age 63) Trustee since September
615 E. Michigan Street 2008.
Milwaukee, WI 53202
Officers
Name, Address Position Held

and Age

Joe D. Redwine

(age 63)

615 E. Michigan Street
Milwaukee, WI 53202

Douglas G. Hess

(age 43)

615 E. Michigan Street
Milwaukee, W1 53202

with the Trust

Chairman and Chief Executive

Officer

President and Principal
Executive Officer
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Number of

Portfolios

in Fund Other

Complex Directorships Held
Principal Occupation Overseen by  During Past Five
During Past Five Years  Trustee® Years
Retired; former Financial 1 Trustee, The
Consultant and former Forward Funds (35
Executive Vice President portfolios).
and Chief Operating
Officer of ICI Mutual
Insurance Company (until
January 1997).
Retired; formerly 1 Independent
President, Hotchkis and Trustee from 1999
Wiley Funds (mutual to 2009, E*TRADE
funds) (1985 to 1993). Funds.
Retired; formerly Senior 1 None.
Vice President, Federal
Home Loan Bank of San
Francisco.

Number of
Portfolios

Principal in Fund Other
Occupation Complex Directorships Held
During Past Five Overseen by  During Past Five
Years Trustee® Years
President, CEO, 1 None.

U.S. Bancorp Fund
Services, LLC
(May 1991 to
present).

Term of Office
and Length of
Time Served

Indefinite term
since September
2007.

Indefinite term
since June 2003.

Principal Occupation
During Past Five Years

President, CEO, U.S. Bancorp
Fund Services, LLC (May 1991 to
present).

Senior Vice President, Compliance
and Administration, U.S. Bancorp
Fund Services, LLC (March 1997
to present).



Term of Office

Name, Address Position Held and Length of Principal Occupation

and Age with the Trust Time Served During Past Five Years

Cheryl L. King Treasurer and Principal Indefinite term Assistant Vice President,

(age 49) Financial Officer since December Compliance and Administration,

615 E. Michigan Street 2007. U.S. Bancorp Fund Services, LLC

Milwaukee, WI 53202 (October 1998 to present).

Michael L. Ceccato Vice President, Chief Indefinite term Vice President, U.S. Bancorp Fund

(age 53) Compliance Officer and AML  since September Services, LLC (February 2008 to

615 E. Michigan Street Officer 2009. present); General

Milwaukee, WI 53202 Counsel/Controller, Steinhafels,
Inc. (September 1995 to February
2008).

Jeanine M. Bajczyk, Esq. Secretary Indefinite term Senior Vice President and Counsel,

(age 46) since June 2007. U.S. Bancorp Fund Services, LLC

615 E. Michigan Street (May 2006 to present); Senior

Milwaukee, WI 53202 Counsel, Wells Fargo Funds

Management, LLC (May 2005 to
May 2006); Senior Counsel, Strong
Financial Corporation (January
2002 to April 2005).

(1) The Trustees of the Trust who are not “interested persons” of the Trust as defined under the 1940 Act (“Independent
Trustees”).

(2) The Trust is comprised of numerous portfolios managed by unaffiliated investment advisors. The term “Fund Complex”
applies only to the Fund. The Fund does not hold itself out as related to any other series within the Trust for investment
purposes, nor does it share the same investment advisor with any other series.

(3) Mr. Redwine is an “interested person” of the Trust as defined by the 1940 Act. Mr. Redwine is an interested Trustee of the
Trust by virtue of the fact that he is an interested person of Quasar Distributors, LLC who acts as principal underwriter to
the series of the Trust.

Compensation

The Independent Trustees receive an annual trustee fee of $50,000 per year with no additional
fee for special meetings. The Trustees also receive reimbursement from the Trust for expenses
incurred in connection with attendance at regular meetings. This amount is allocated among
each of the current series of the Trust. The Trust has no pension or retirement plan. No other
entity affiliated with the Trust pays any compensation to the Trustees.

Total
Pension or Compensation
Aggregate Retirement Estimated from Fund and
Compensation  Benefits Accrued Annual Fund Complex
Name of Independent from the as Part of Fund Benefits Upon Paid to
Trustee Fund® Expenses Retirement Trustees®
Sallie P. Diederich® $353 None None $353
Michael D. LeRoy" $1,197 None None $1,197
Donald E. O’Connor $1,551 None None $1,551
George J. Rebhan $1,551 None None $1,551
George T. Wofford $1,551 None None $1,551

Name of Interested Trustee
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Total

Pension or Compensation
Aggregate Retirement Estimated from Fund and
Compensation  Benefits Accrued Annual Fund Complex
Name of Independent from the as Part of Fund Benefits Upon Paid to
Trustee Fund® Expenses Retirement Trustees®
Joe D. Redwine $0 None None $0

W For the Fund’s fiscal year ended February 28, 2011.

@ There are currently numerous series comprising the Trust. The term “Fund Complex” refers only to the Fund and not to any
other series of the Trust. For the Fund’s fiscal year ended February 28, 2011, Independent Trustees’ fees for the Trust were
$200,000.

®  Effective January 1, 2011, Ms. Diederich was appointed as an Independent Trustee.

@ Mr. LeRoy resigned from the Trust effective November 8, 2010.

The Role of the Board

The Board provides oversight of the management and operations of the Trust. Like all mutual
funds, the day-to-day responsibility for the management and operation of the Trust is the
responsibility of various service providers to the Trust, such as the Trust’s advisors, Distributor,
Administrator, Custodian, and Transfer Agent, each of whom are discussed in greater detail in
this SAL. The Board approves all significant agreements between the Trust and its service
providers, including the agreements with the advisors, Distributor, Administrator, Custodian and
Transfer Agent. The Board has appointed various senior individuals of certain of these service
providers as officers of the Trust, with responsibility to monitor and report to the Board on the
Trust’s day-to-day operations. In conducting this oversight, the Board receives regular reports
from these officers and service providers regarding the Trust’s operations. The Board has
appointed a Chief Compliance Officer who administers the Trust’s compliance program and
regularly reports to the Board as to compliance matters. Some of 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 Trust operations. From time to time one or more members of the Board
may also meet with Trust officers in less formal settings, between formal “Board Meetings,” to
discuss various topics. In all cases, however, the role of the Board and of any individual Trustee
is one of oversight and not of management of the day-to-day affairs of the Trust and its oversight
role does not make the Board a guarantor of the Trust’s investments, operations or activities.

Board Leadership Structure

The Board has structured itself in a manner that it believes allows it to effectively perform its
oversight function. It has established four standing committees, an Audit Committee, a
Nominating Committee, a Qualified Legal Compliance Committee (the “QLCC”) and a
Valuation Committee, which are discussed in greater detail under “Board Committees,” below.
Currently, more than seventy-five percent (75%) of the members of the Board are Independent
Trustees, which are Trustees that are not affiliated with the Advisor or its affiliates or any other
investment adviser in the Trust, and each of the Audit Committee, Nominating Committee and
QLCC are comprised entirely of Independent Trustees. The Independent Trustees have engaged
their own independent counsel to advise them on matters relating to their responsibilities in
connection with the Trust.
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The Chairman of the Board is the Chief Executive Officer of the Trust and a Trustee; he is an
“interested person” of the Trust, as defined by the 1940 Act, by virtue of the fact that he is an
interested person of Quasar Distributors, LLC, the Trust’s Distributor and principal underwriter.
He is also the President and CEO of the Administrator to the Trust. The President and Principal
Executive Officer of the Trust is not a Trustee, but rather is a senior employee of the
Administrator who routinely interacts with the unaffiliated investment advisers of the Trust and
comprehensively manages the operational aspects of the funds in the Trust. The Trust has
appointed George J. Rebhan as lead Independent Trustee, who acts as a liaison with the Trust’s
service providers, officers, legal counsel, and other Trustees between meetings, helps to set
Board meeting agendas and serves as chair during executive sessions of the Independent
Trustees.

The Board reviews its structure annually. The Trust has determined that it is appropriate to
separate the Principal Executive Officer and Board Chairman positions because the day-to-day
responsibilities of the Principal Executive Officer are not consistent with the oversight role of the
Trustees and because of the potential conflict of interest that may arise from the Administrator’s
duties with the Trust. The Board has also determined that the appointment of a lead Independent
Trustee, the function and composition of the Audit Committee, the Nominating Committee, and
the QLCC are appropriate means to address any potential conflicts of interest that may arise from
the Chairman’s status as an Interested Trustee. Given the specific characteristics and
circumstances of the Trust as described above, the Trust has determined that the Board’s
leadership structure is appropriate.

Board Oversight of Risk Management

As part of its oversight function, the Board receives and reviews various risk management
reports and assessments and discusses these matters with appropriate management and other
personnel. Because risk management is a broad concept comprised of many elements (such as,
for example, 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 regularly with the Chief Compliance Officer to
discuss compliance and operational risks. The Audit Committee also meets with the Treasurer
and the Trust’s independent public accounting firm to discuss, among other things, the internal
control structure of the Trust’s financial reporting function. The full Board receives reports from
the Advisor and portfolio managers as to investment risks as well as other risks that may be also
discussed in Audit Committee.

Information about Each Trustee’s Qualification, Experience, Attributes or Skills

The Board believes that each of the Trustees has the qualifications, experience, attributes and
skills (“Trustee Attributes”) appropriate to their continued service as Trustees of the Trust in
light of the Trust’s business and structure. Each of the Trustees has substantial business and
professional backgrounds that indicate they have the ability to critically review, evaluate and
access information provided to them. Certain of these business and professional experiences are
set forth in detail in the table above. In addition, the majority of the Trustees have served on
boards for organizations other than the Trust, as well as having served on the Board of the Trust
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for a number of years. They therefore have substantial board experience and, in their service to
the Trust, have gained substantial insight as to the operation of the Trust. 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 table above, below is certain additional
information concerning each particular Trustee and certain of their Trustee Attributes. The
information provided below, and in the table above, is not all-inclusive. Many Trustee Attributes
involve intangible elements, such as intelligence, integrity, work ethic, the ability to work
together, the ability to communicate effectively, the ability to exercise judgment, the ability to
ask incisive questions, and commitment to shareholder interests. In conducting its annual self-
assessment, the Board has determined that the Trustees have the appropriate attributes and
experience to continue to serve effectively as Trustees of the Trust.

Sallie P. Diederich. Ms. Diederich is experienced with financial, accounting, investment and
regulatory matters through her position as an independent mutual fund management consultant.
Prior to establishing her own consulting business, Ms. Diederich gained substantial experience in
mutual fund operations and accounting through senior positions at large mutual fund complexes.
Ms. Diederich is a Certified Public Accountant and serves as the Trust’s Audit Committee
Financial Expert.

Donald E. O’Connor. Mr. O’Connor has served on a number of mutual fund boards and is
experienced with financial, accounting, investment and regulatory matters through his service as
a trustee of The Forward Funds, Inc. and his prior position as Chief of the Branch of Market
Surveillance at the U.S. Securities and Exchange Commission. Mr. O’Connor also has
substantial experience in mutual fund operations through senior positions at industry trade
associations, including Vice President of Operations for the Investment Company Institute
covering accounting, transfer agent and custodian industry functions and Chief Operating Officer
of ICI Mutual, a captive insurance company focused exclusively on the insurance needs of
mutual funds, their directors, officers, and advisers.

George J. Rebhan. Mr. Rebhan has served on a number of mutual fund boards and is
experienced with financial, accounting, investment and regulatory matters through his prior
service as a trustee of E*Trade Funds and as President of the Hotchkis and Wiley mutual fund
family. Mr. Rebhan also has substantial investment experience through his former association
with a registered investment adviser.

Joe D. Redwine. Mr. Redwine has substantial mutual fund experience and is experienced with
financial, accounting, investment and regulatory matters through his position as President and
CEO of U.S. Bancorp Fund Services, LLC, a full service provider to mutual funds and
alternative investment products. In addition, he has extensive experience consulting with
investment advisers regarding the legal structure of mutual funds, distribution channel analysis
and actual distribution of those funds.

George T. Wofford. Mr. Wofford is experienced in financial, accounting, regulatory and
investment matters through his executive experience as a Senior Vice President of Federal Home
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Loan Bank of San Francisco (“FHLB-SF”) where he was involved with the development of
FHLB-SF’s information technology infrastructure as well as legal and regulatory financial
reporting.

Board Committees

The Trust has established the following four standing committees and the membership of each
committee to assist in its oversight functions, including its oversight of the risks the Trust faces:
the Audit Committee, the QLCC, the Nominating Committee and the VValuation Committee.
There is no assurance, however, that the Board’s committee structure will prevent or mitigate
risks in actual practice. The Trust’s committee structure is specifically not intended or designed
to prevent or mitigate each Fund’s investment risks. Each Fund is designed for investors that are
prepared to accept investment risk, including the possibility that as yet unforeseen risks may
emerge in the future.

The Audit Committee is comprised of all of the Independent Trustees. It does not include any
interested Trustees. Mr. Rebhan is the Chairman of the Audit Committee. The Audit Committee
meets regularly with respect to the various series of the Trust. The function of the Audit
Committee, with respect to each series of the Trust, is to review the scope and results of the audit
and any matters bearing on the audit or a Fund’s financial statements and to ensure the integrity
of the Fund’s pricing and financial reporting. The Audit Committee met once during the Fund’s
fiscal year ended February 28, 2011, with respect to the Fund.

The Nominating Committee is responsible for seeking and reviewing candidates for
consideration as nominees for Trustees as is considered necessary from time to time and meets
only as necessary. During the fiscal year ended February 28, 2011, the Nominating Committee
met once with respect to the Fund. The Nominating Committee is currently comprised of Ms.
Diederich and Messrs. O’Connor, Rebhan and Wofford.

The Nominating Committee will consider nominees recommended by shareholders for vacancies
on the Board. Recommendations for consideration by the Nominating Committee should be sent
to the President of the Trust in writing together with the appropriate biographical information
concerning each such proposed Nominee, and such recommendation must comply with the
notice provisions set forth in the Trust’s Amended and Restated By-Laws. In general, to comply
with such procedures, such nominations, together with all required biographical information,
must be delivered to and received by the President of the Trust at the principal executive office
of the Trust between 120 and 150 days prior to the shareholder meeting at which any such
nominee would be voted on.

The Audit Committee also serves as the QLCC for the Trust for the purpose of compliance with
Rules 205.2(k) and 205.3(c) of the Code of Federal Regulations, regarding alternative reporting
procedures for attorneys retained or employed by an issuer who appear and practice before the
SEC on behalf of the issuer (the “issuer attorneys”). An issuer attorney who becomes aware of
evidence of a material violation by the Trust, or by any officer, director, employee, or agent of
the Trust, may report evidence of such material violation to the QLCC as an alternative to the
reporting requirements of Rule 205.3(b) (which requires reporting to the chief legal officer and
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potentially “up the ladder” to other entities). The QLCC meets as needed. The QLCC did not
meet during the Fund’s fiscal year ended February 28, 2011, with respect to the Fund.

The Board has delegated day-to-day valuation issues to a Valuation Committee that is comprised
of one or more Trustees and representatives from the Administrator’s staff. The function of the
Valuation Committee is to value securities held by any series of the Trust for which current and
reliable market quotations are not readily available. Such securities are valued at their respective
fair values as determined in good faith by the Valuation Committee and the actions of the
Valuation Committee are subsequently reviewed and ratified by the Board of Trustees. The
Valuation Committee meets as needed. The Valuation Committee met one time during the
Fund’s fiscal year ended February 28, 2011, with respect to the Fund.

Trustee Ownership of Fund Shares and Other Interests

As of December 31, 2010, neither the Independent Trustees nor members of their immediate
family, own securities beneficially or of record in the Advisor, the Distributor, as defined below,
or any affiliate of the Advisor or Distributor. Accordingly, during the two most recently
completed calendar years, neither the Independent Trustees nor members of their immediate
family, have direct or indirect interest, the value of which exceeds $120,000, in the Advisor, the
Distributor or any of their affiliates. In addition, during the two most recently completed
calendar years, neither the Independent Trustees nor members of their immediate families have
conducted any transactions (or series of transactions) in which the amount involved exceeds
$120,000 and to which the Advisor, the Distributor or any affiliate thereof was a party.

The following table states the dollar range of equity securities of the Fund beneficially owned by
the Trustees as of December 31, 2010:

Aggregate Dollar
Dollar Range of Equity Range of Equity
Securities in the Fund  Securities in all
(None, $1-$10,000, Registered Investment

$10,001-$50,000, Companies Overseen

$50,001-$100,000, Over by Trustee in Family of
Name of Trustee $100,000) Investment Companies
Sallie P. Diederich, Independent Trustee None None
Donald E. O’Connor, Independent Trustee None None
George J. Rebhan, Independent Trustee None None
George T. Wofford Ill, Independent Trustee $1 - $10,000 $1 - $10,000
Joe D. Redwine, Interested Trustee None None

Control Persons, Principal Shareholders, and Management Ownership

A principal shareholder is any person who owns of record or beneficially 5% or more of the
outstanding shares of the Fund. A control person is one who owns beneficially or through
controlled companies more than 25% of the voting securities of a company or acknowledges the
existence of control. Shareholders with a controlling interest could affect the outcome of voting
or the direction of management of the Fund. As of May 31, 2011, the following shareholders
were considered to be either a control person or principal shareholder of the Fund:
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Parent Type of
Name and Address Company Jurisdiction % Ownership Ownership

National Financial Services N/A N/A 10.55% Record
Corp. For the Exclusive

Benefit of its Customers

200 Liberty Street

1 World Financial Center

New York, NY 10281-

1003

Merrill Lynch, Pierce, N/A N/A 10.24% Record
Fenner & Smith, Inc.

4800 Deer Lake Drive E

Jacksonville, FL 32246-

6484

High Oaks, Inc. N/A N/A 5.41% Record
762 Fitzwatertown Road

Suite 7

Willow Grove, PA 19090-

1331

Frank Morgan N/A N/A 5.27% Beneficial
61 Moorland Street

Williamstown, MA 01267-

2409

Management Ownership Information. As of May 31, 2011, the Trustees and officers of the
Trust, as a group, beneficially owned less than 1% of the outstanding shares of the Fund.

INVESTMENT ADVISOR AND OTHER SERVICES
Investment Advisor

Subject to the supervision of the Board of Trustees, investment management and related services
are provided by American Trust Investment Advisors, LLC, One Court Street, Lebanon, New
Hampshire 03766, pursuant to an Investment Advisory Agreement (the “Advisory Agreement”).
Mr. Paul H. Collins, one of the portfolio managers of the Fund, is a control person of the Advisor
due to his greater than 75% ownership of the Advisor.

Under the Advisory Agreement, the Advisor agrees to invest the assets of the Fund in accordance
with the investment objectives, policies and restrictions of the Fund as set forth in the Fund’s and
Trust’s governing documents, including, without limitation, the Trust’s Declaration of Trust and
Amended and Restated By-Laws; the Fund’s Prospectus, SAI, and undertakings; and such other
limitations, policies and procedures as the Trustees of the Trust may impose from time to time in
writing to the Advisor. In providing such services, the Advisor shall at all times adhere to the
provisions and restrictions contained in the federal securities laws, applicable state securities
laws, the Code, and other applicable law.
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Without limiting the generality of the foregoing, the Advisor has agreed to (i) furnish the Fund
with advice and recommendations with respect to the investment of the Fund’s assets, (ii) effect
the purchase and sale of portfolio securities; (iii) manage and oversee the investments of the
Fund, subject to the ultimate supervision and direction of the Trust’s Board of Trustees; (iv) vote
proxies and take other actions with respect to the Fund’s securities; (v) maintain the books and
records required to be maintained with respect to the securities in the Fund’s portfolio;

(vi) furnish reports, statements and other data on securities, economic conditions and other
matters related to the investment of the Fund’s assets which the Trustees or the officers of the
Trust may reasonably request; and (vii) render to the Trust’s Board of Trustees such periodic and
special reports as the Board may reasonably request. The Advisor has also agreed, at its own
expense, to maintain such staff and employ or retain such personnel and consult with such other
persons as it shall from time to time determine to be necessary to the performance of its
obligations under the Advisory Agreement. Personnel of the Advisor may serve as officers of
the Trust provided they do so without compensation from the Trust. Without limiting the
generality of the foregoing, the staff and personnel of the Advisor shall be deemed to include
persons employed or retained by the Advisor to furnish statistical information, research, and
other factual information, advice regarding economic factors and trends, information with
respect to technical and scientific developments, and such other information, advice and
assistance as the Advisor or the Trust’s Board of Trustees may desire and reasonably request.
With respect to the operation of the Fund, the Advisor has agreed to be responsible for the
expenses of printing and distributing extra copies of the Fund’s Prospectus, SAI, and sales and
advertising materials (but not the legal, auditing or accounting fees attendant thereto) to
prospective investors (but not to existing shareholders); and the costs of any special Board of
Trustees meetings or shareholder meetings convened for the primary benefit of the Advisor.

As compensation for the Advisor’s services, the Fund pays it an advisory fee at the rate specified
in the Prospectus. In addition to the fees payable to the Advisor, the Fund is responsible for its
operating expenses, including: fees and expenses incurred in connection with the issuance,
registration and transfer of its shares; brokerage and commission expenses; all expenses of
transfer, receipt, safekeeping, servicing and accounting for the cash, securities and other property
of the Trust for the benefit of the Fund including all fees and expenses of its custodian,
shareholder services agent and accounting services agent; interest charges on any borrowings;
costs and expenses of pricing and calculating its daily NAV per share and of maintaining its
books of account required under the 1940 Act; taxes, if any; a pro rata portion of expenditures in
connection with meetings of the Fund’s shareholders and the Trust’s Board of Trustees that are
properly payable by the Fund; salaries and expenses of officers and fees and expenses of
members of the Trust’s Board of Trustees or members of any advisory board or committee who
are not members of, affiliated with or interested persons of the Advisor or Administrator;
insurance premiums on property or personnel of the Fund which inure to its benefit, including
liability and fidelity bond insurance; the cost of preparing and printing reports, proxy statements,
the Prospectus and the SAI of the Fund or other communications for distribution to existing
shareholders; legal, auditing and accounting fees; trade association membership dues (including
membership dues in the Investment Company Institute allocable to the Fund); fees and expenses
(including legal fees) of registering and maintaining registration of its shares for sale under
federal and applicable state and foreign securities laws; all expenses of maintaining and servicing
shareholder accounts, including all charges for transfer, shareholder recordkeeping, dividend
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disbursing, redemption, and other agents for the benefit of the Fund, if any; and all other charges
and costs of its operation plus any extraordinary and non-recurring expenses, except as otherwise
prescribed in the Advisory Agreement.

Though the Fund is responsible for its own operating expenses, the Advisor has contractually
agreed to waive a portion or all of its management fees payable to it by the Fund and to pay Fund
operating expenses to the extent necessary to limit the Fund’s net annual fund operating expenses
(excluding acquired fund fees and expenses, interest, taxes and extraordinary expenses) to the
limit set forth in the Fees and Expenses table of the Prospectus. Any such waivers made by the
Advisor in its management fees or payment of Fund expenses which are the Fund’s obligation
are subject to recoupment by the Advisor from the Fund, if so requested by the Advisor, in
subsequent fiscal years if the aggregate amount actually paid by the Fund toward the operating
expenses for such fiscal year (taking into account the recoupment) does not exceed the applicable
limitation on Fund expenses. The Advisor is permitted to recoup only management fee waivers
and expense payments made in the previous three fiscal years. Any such recoupment is also
contingent upon the Board of Trustees’ subsequent review and ratification of the recouped
amounts. Such recoupment may not be paid prior to the Fund’s payment of current ordinary
operating expenses.

For the fiscal years indicated below, the Fund paid the following management fees to the
Advisor.

Management Fees Paid During Fiscal
Years Ended

2/28/2011  2/28/2010  2/28/2009

Management Fees Accrued $148,418  $127,812 $168,073
Management Fees Waived by Advisor -$106,398  -$111,006 -$102,132
Net Management Fees Paid to Advisor $42,020 $16,806 $65,941

The Advisory Agreement will continue in effect for successive annual periods, provided that
such continuance is specifically approved at least annually (i) by a majority vote of the
Independent Trustees cast in person at a meeting called for the purpose of voting on such
approval, and (ii) by the Board of Trustees or by vote of a majority of the outstanding voting
securities of the Fund.

The Advisory Agreement is terminable by vote of the Board or by the holders of a majority of
the outstanding voting securities of the Fund at any time without penalty, on 60 days’ written
notice to the Advisor. The Advisory Agreement also may be terminated by the Advisor on

60 days’ written notice to the Trust. The Advisory Agreement terminates automatically upon its
assignment (as defined in the 1940 Act).

Portfolio Managers

Mr. Paul H. Collins and Mr. Carey Callaghan are the portfolio managers responsible for the day-
to-day management of the Fund. The following table shows the number of other accounts
managed by Mr. Collins and Mr. Callaghan as of February 28, 2011, and the total assets in the
accounts managed within various categories.
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Registered Investment Other Pooled Investment

Companies Vehicles Other Accounts Managed
Number Number Number Total
Portfolio of Total of Total of Assets
Manager Accounts  Assets Managed  Accounts  Assets Managed Accounts Managed
Paul H. Collins 0 $0 0 $0 154 $113 million
Carey Callaghan 0 $0 0 $0 154 $113 million

The portfolio managers do not have day-to-day management responsibilities of any accounts that
pay performance-based management fees.

Material Conflict of Interest. Where conflicts of interest arise between the Fund and other
accounts managed by the portfolio managers, Mr. Collins and Mr. Callaghan will proceed in a
manner that ensures that the Fund will not be treated materially less favorably. There may be
instances where similar portfolio transactions may be executed for the same security for
numerous accounts managed by Mr. Collins and Mr. Callaghan. In such instances, securities
will be allocated in accordance with the Advisor’s trade allocation policy. Many of the same
stocks are held in the Fund and the Advisor’s client portfolios. Execution priority on block
trades for clients versus the Fund are generally alternated.

Compensation. Mr. Collins” and Mr. Callaghan’s compensation is made up of a fixed salary,
bonus and retirement plan, as well as the payment of some healthcare insurance costs.
Occasionally, the Portfolio Managers’ salary may be reduced if the Advisor experiences unusual
expenses or an interruption in its net income. There are no performance-based compensation
formulas. Compensation is dependent on the many elements that contribute to overall Advisor
profitability including new business, employee productivity and cost controls. Bonuses for the
portfolio managers are based on budget versus actual financial performance of the Advisor and
not the Fund.

Securities Owned in the Fund by Portfolio Managers. As of February 28, 2011, the portfolio
managers owned the following securities in the Fund:

Dollar Range of Securities in the Fund
(None, $1-$10,000, $10,001-$50,000,
$50,001-$100,000, $100,001 - $500,000,

Name of Portfolio Manager $500,001 - $1,000,000, Over $1,000,000)
Carey Callaghan None
Paul H. Collins $500,001 to $1,000,000

Service Providers

Fund Administrator

Pursuant to an Administration Agreement (the “Administration Agreement”), U.S. Bancorp Fund
Services, LLC, 615 East Michigan Street, Milwaukee, Wisconsin 53202 (the “Administrator’”),
acts as administrator for the Fund. The Administrator provides certain administrative services to
the Fund, including, among other responsibilities, coordinating the negotiation of contracts and
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fees with, and the monitoring of performance and billing of, the Fund’s independent contractors
and agents; preparation for signature by an officer of the Trust of all documents required to be
filed for compliance by the Trust and the Fund with applicable laws and regulations excluding
those of the securities laws of various states; arranging for the computation of performance data,
including NAV and yield; responding to shareholder inquiries; and arranging for the
maintenance of books and records of the Fund, and providing, at its own expense, office
facilities, equipment and personnel necessary to carry out its duties. In this capacity, the
Administrator does not have any responsibility or authority for the management of the Fund, the
determination of investment policy, or for any matter pertaining to the distribution of Fund
shares.

The Administration Agreement is terminable without penalty by the Trust on behalf of the Fund
or by the Administrator on 60 days’ written notice (as defined in the 1940 Act). The
Administration Agreement also provides that neither the Administrator nor its personnel shall be
liable for any error of judgment or mistake of law or for any act or omission in the administration
of the Fund, except for willful misfeasance, bad faith or gross negligence in the performance of
its or their duties or by reason of reckless disregard of its or their obligations and duties under the
Administration Agreement. Additionally, the Administrator provides Chief Compliance Officer
services to the Trust under a separate agreement. The cost for the Chief Compliance Officer
services is allocated to the Fund by the Board.

For the fiscal years indicated below, the Fund paid the Administrator the following in fees.

Administration Fees
Paid During Fiscal Years Ended
2/28/2011  2/28/2010  2/28/2009
U.S. Bancorp Fund Services, LLC $31,616 $30,039 $36,838

The Administrator also acts as the Fund’s accountant, transfer agent (“Transfer Agent”) and
dividend disbursing agent.

Custodian

Pursuant to a Custody Agreement between the Trust and U.S. Bank National Association,
located at 1555 North River Center Drive, Suite 302, Milwaukee, Wisconsin 53212 (the
“Custodian”), the Custodian serves as the custodian of the Fund’s assets, and holds the Fund’s
portfolio securities in safekeeping, and keeps all necessary records and documents relating to its
duties. The Custodian is compensated with an asset-based fee plus transaction fees and is
reimbursed for out-of-pocket expenses.

The Custodian and Administrator do not participate in decisions relating to the purchase and sale
of securities by the Fund. The Administrator, Transfer Agent, Custodian and the Fund’s
Distributor (as defined below) are affiliated entities under the common control of U.S. Bancorp.
The Custodian and its affiliates may participate in revenue sharing arrangements with service
providers of mutual funds in which the Fund may invest.
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Independent Registered Public Accounting Firm and Legal Counsel

Tait, Weller & Baker LLP, 1818 Market Street, Suite 2400, Philadelphia, Pennsylvania 19103, is
the independent registered public accounting firm for the Fund whose services include auditing
the Fund’s financial statements and the performance of related tax services.

Paul, Hastings, Janofsky & Walker LLP (“Paul Hastings™), 75 East 55™ Street, New York, New
York 10022, is counsel to the Fund and provides counsel on legal matters relating to the Fund.
Paul Hastings also serves as independent legal counsel to the Board of Trustees.

Distribution Agreement

The Trust has entered into a Distribution Agreement (the “Distribution Agreement”) with Quasar
Distributors, LLC (the “Distributor”), 615 East Michigan Street, Milwaukee, Wisconsin 53202,
pursuant to which the Distributor acts as the Fund’s distributor, provides certain administration
services and promotes and arranges for the sale of the Fund's shares. The Distributor is
registered as a broker-dealer under the Securities Exchange Act of 1934, as amended, and is a
member of the Financial Industry Regulatory Authority, Inc. The offering of the Fund’s shares
IS continuous.

The Distribution Agreement will continue in effect only if such continuance is specifically
approved at least annually by the Board or by vote of a majority of the Fund’s outstanding voting
securities and, in either case, by a majority of the Trustees who are not parties to the Distribution
Agreement or “interested persons” (as defined in the 1940 Act) of any such party. The
Distribution Agreement is terminable without penalty by the Trust on behalf of the Fund on 60
days’ written notice when authorized either by a majority vote of the Fund’s shareholders or by
vote of a majority of the Board, including a majority of the Trustees who are not “interested
persons” (as defined in the 1940 Act) of the Trust, or by the Distributor on 60 days’ written
notice, and will automatically terminate in the event of its “assignment” (as defined in the 1940
Act).

PORTFOLIO TRANSACTIONS AND BROKERAGE

The Advisory Agreement states that the Advisor shall be responsible for broker-dealer selection
and for negotiation of brokerage commission rates, provided that the Advisor shall not direct
orders to an affiliated person of the Advisor without general prior authorization to use such
affiliated broker or dealer by the Board. The Advisor’s primary consideration in effecting a
securities transaction will be execution at the most favorable price. In selecting a broker-dealer
to execute each particular transaction, the Advisor may take the following into consideration: the
best net price available; the reliability, integrity and financial condition of the broker-dealer; the
size of and difficulty in executing the order; and the value of the expected contribution of the
broker-dealer to the investment performance of the Fund on a continuing basis. The price to the
Fund in any transaction may be less favorable than that available from another broker-dealer if
the difference is reasonably justified by other aspects of the portfolio execution services offered.
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Subject to such policies as the Advisor and the Board may determine, the Advisor shall not be
deemed to have acted unlawfully or to have breached any duty created by the Advisory
Agreement or otherwise solely by reason of its having caused the Fund to pay a broker or dealer
that provides (directly or indirectly) brokerage or research services to the Advisor an amount of
commission for effecting a portfolio transaction in excess of the amount of commission another
broker or dealer would have charged for effecting that transaction, if the Advisor determines in
good faith that such amount of commission was reasonable in relation to the value of the
brokerage and research services provided by such broker or dealer, viewed in terms of either that
particular transaction or the Advisor’s overall responsibilities with respect to the Fund. The
Advisor is further authorized to allocate the orders placed by it on behalf of the Fund to such
brokers or dealers who also provide research or statistical material, or other services, to the Trust,
the Advisor, or any affiliate of either. Such allocation shall be in such amounts and proportions
as the Advisor shall determine, and the Advisor shall report on such allocations regularly to the
Advisor and the Trust, indicating the broker-dealers to whom such allocations have been made
and the basis therefor. The Board will review quarterly the Advisor’s performance of its
responsibilities in connection with the placement of portfolio transactions on behalf of the Fund.
Such review is conducted for the purpose of determining if the markups and commissions, if any,
paid by the Fund are reasonable in relation to the benefits received by the Fund taking into
account the competitive practices of the industry.

On occasions when the Advisor deems the purchase or sale of a security to be in the best interest
of the Fund as well as other clients of the Advisor, the Advisor, to the extent permitted by
applicable laws and regulations, may aggregate the securities to be so purchased or sold in order
to obtain the most favorable price or lower brokerage commissions and the most efficient
execution. In such event, allocation of the securities so purchased or sold, as well as the
expenses incurred in the transaction, will be made by the Advisor in the manner it considers to be
the most equitable and consistent with its fiduciary obligations to the Fund and to such other
clients.

Brokerage commissions were paid during the fiscal years indicated below in the following
amounts.

Aggregate Brokerage Commissions
Paid During Fiscal Years Ended

2/28/2011 2/28/2010 2/28/2009
$26,499 $25,404 $17,361

REVENUE SHARING ARRANGEMENT

The Advisor, out of its own resources and not out of Fund assets (i.e., without additional cost to
the Fund or its shareholders), may provide additional cash payments or non-cash compensation
to some, but not all, brokers and other financial intermediaries who sell shares of the Fund. Such
payments and compensation are in addition to the service fees and other fees paid by the Fund to
such brokers and other financial intermediaries. These arrangements are sometimes referred to as
“revenue sharing” arrangements. Revenue sharing arrangements are not financed by the Fund,
and thus, do not result in increased fund expenses. They are not reflected in the fees and
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expenses listed in the fees and expenses sections of the Fund’s Prospectus. As of February 28,
2011, the Advisor did not have any revenue sharing arrangements for the Fund.

PORTFOLIO TURNOVER

Although the Fund generally will not invest for short-term trading purposes, portfolio securities
may be sold without regard to the length of time they have been held when, in the opinion of the
Advisor, investment considerations warrant such action. Portfolio turnover rate is calculated by
dividing (1) the lesser of purchases or sales of portfolio securities for the fiscal year by (2) the
monthly average of the value of portfolio securities owned during the fiscal year. A 100%
turnover rate would occur if all the securities in the Fund’s portfolio, with the exception of
securities whose maturities at the time of acquisition were one year or less, were sold and either
repurchased or replaced within one year. A high rate of portfolio turnover (100% or more)
generally leads to higher transaction costs and may result in a greater number of taxable
transactions. See “Portfolio Transactions and Brokerage.”

The following table illustrates the portfolio turnover rate for the past two fiscal years.

Portfolio Turnover
During Fiscal Years Ended
2/28/2011 2/28/2010
76.63% 79.51%

DETERMINATION OF NET ASSET VALUE

The NAV of the Fund’s shares will fluctuate and is determined as of the close of trading on the
New York Stock Exchange (the “NYSE”) (generally 4:00 p.m., Eastern Time) each business
day. The Fund does not expect to determine the NAV of its shares on any day when the NYSE
is not open for trading even if there is sufficient trading in its portfolio securities on such days to
materially affect the NAV per share. However, the NAV of the Fund’s shares may be
determined on days the NYSE is closed or at times other than 4:00 p.m. if the Board decides it is
necessary.

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

Net Asset Value
Shares Outstanding

NAYV Per Share

Generally, the Fund’s investments are valued at market value or, in the absence of a market
value, at fair value as determined in good faith by the Advisor and the Trust’s Valuation
Committee pursuant to procedures approved by or under the direction of the Board. Pursuant to
those procedures, the Board considers, among other things: (1) the last sales price on the
securities exchange, if any, on which a security is primarily traded; (2) the mean between the

29



“bid” and “asked” prices; (3) price quotations from an approved pricing service; and (4) other
factors as necessary to determine a fair value under certain circumstances.

The Fund’s securities, including ADRs, EDRs and GDRs, which are traded on securities
exchanges are valued at the last sale price on the exchange on which such securities are traded,
as of the close of business on the day the securities are being valued or, lacking any reported
sales, at the mean between the last available bid and asked price. Securities that are traded on
more than one exchange are valued on the exchange determined by the Advisor to be the primary
market. Securities primarily traded in the Nasdaq Global Market System for which market
quotations are readily available shall be valued using the Nasdaq Official Closing Price
(“NOCP™). If the NOCP is not available, such securities shall be valued at the last sale price on
the day of valuation, or if there has been no sale on such day, at the mean between the “bid” and
“asked” prices. Over-the-counter (“OTC”) securities which are not traded in the Nasdaq Global
Market System shall be valued at the most recent trade price. Securities and assets for which
market quotations are not readily available (including restricted securities which are subject to
limitations as to their sale) are valued at fair value as determined in good faith by or under the
direction of the Board.

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

PORTFOLIO HOLDINGS INFORMATION

The Advisor and the Fund maintain portfolio holdings disclosure policies that govern the timing
and circumstances of disclosure to shareholders and third parties of information regarding the
portfolio investments held by the Fund. These portfolio holdings disclosure policies have been
approved by the Board of Trustees of the Fund. Disclosure of the Fund’s complete holdings is
required to be made quarterly within 60 days of the end of each fiscal quarter in the Annual
Report and Semi-Annual Report to Fund shareholders and in the quarterly holdings report on
Form N-Q. The Fund’s top ten holdings and a complete list of the Fund’s portfolio holdings as
of each calendar quarter-end is available on the Fund’s website at www.allegiancefund.com
within five to ten business days after the calendar quarter-end. The top ten holdings and calendar
quarter-end portfolio holdings for the Fund will remain posted on the website until updated with
the next required regulatory filings with the SEC. These reports are available, free of charge, on
the EDGAR database on the SEC’s website at www.sec.gov.

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

= The disclosure is required pursuant to a regulatory request, court order or is legally required
in the context of other legal proceedings;
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= The disclosure is made to a mutual fund rating and/or ranking organization, or person
performing similar functions, who is subject to a duty of confidentiality, including a duty not
to trade on any non-public information;

= The disclosure is made to internal parties involved in the investment process, administration,
operation or custody of the Fund, including, but not limited to USBFS and the Trust’s Board
of Trustees, attorneys, auditors or accountants;

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

= The disclosure is made with the prior written approval of either the Trust’s Chief Compliance
Officer or his or her designee.

Certain of the persons listed above receive information about the Fund’s portfolio holdings on an
ongoing basis. The Fund believes that these third parties have legitimate objectives in requesting
such portfolio holdings information and operate in the best interest of the Fund’s shareholders.
These persons include:

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

= Rating and/or ranking organizations, specifically: Lipper; Morningstar; Standard & Poor’s;
Bloomberg; Vickers-Stock Research Corporation; Thomson Financial; and Capital-Bridge,
all of which currently receive such information between the fifth and tenth business day of
the month following the end of a calendar quarter; or

= Internal parties involved in the investment process, administration, operation or custody of
the Funds, specifically: USBFS; the Trust’s Board of Trustees; and the Trust’s attorneys and
independent registered public accounting firm (currently, Paul Hastings and Tait, Weller &
Baker LLP, respectively), all of which typically receive such information after it is generated.

Any disclosures to additional parties not described above is made with the prior written approval
of either the Trust’s Chief Compliance Officer or his or her designee, pursuant to the Fund’s
Policy and Procedures Regarding Disclosure of Portfolio Holdings.

The Chief Compliance Officer or designated officer of the Trust will approve the furnishing of
non-public portfolio holdings to a third party only if they consider the furnishing of such
information to be in the best interest of the Fund and its shareholders and if no material conflict
of interest exists regarding such disclosure between shareholders interest and those of the
Advisor, Distributor or any affiliated person of the Fund. No consideration may be received by
the Fund, the Advisor, any affiliate of the Advisor or their employees in connection with the
disclosure of portfolio holdings information. The Board receives and reviews annually a list of
the persons who receive non-public portfolio holdings information and the purpose for which it
is furnished.
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PURCHASE AND REDEMPTION OF FUND SHARES

The information provided below supplements the information contained in the Prospectus
regarding the purchase and redemption of Fund shares.

How to Buy Shares

You may purchase shares of the Fund from selected securities brokers, dealers or financial
intermediaries. Investors should contact these agents directly for appropriate instructions, as
well as information pertaining to accounts and any service or transaction fees that may be
charged by those agents. Purchase orders through securities brokers, dealers and other financial
intermediaries are affected at the next-determined NAV per share after receipt of the order by
such agent before the Fund’s daily cutoff time. Orders received after that time will be purchased
at the next-determined NAV.

The public offering price of Fund shares is the NAV per share. Shares are purchased at the
public offering price next determined after the Transfer Agent receives your order in proper
form. In most cases, in order to receive that day’s public offering price, the Transfer Agent must
receive your order in proper form before the close of regular trading on the NYSE. If you buy
shares through your investment representative, the representative must receive your order before
the close of regular trading on the NYSE to receive that day’s public offering price. Orders and
received after 4:00 p.m., Eastern Time, will be processed on the following business day.

If you are considering redeeming or transferring shares to another person shortly after purchase,
you should pay for those shares by federal wire or via the Automated Clearing House to avoid
any delay in redemption or transfer. Otherwise the Fund may delay payment until the purchase
price of those shares has been collected, which may take up to 15 days after the purchase date.
The Fund does not issue share certificates and its shares are not registered for sale outside of the
United States.

The Trust reserves the right in its sole discretion (i) to suspend the continued offering of the
Fund’s shares, (ii) to reject purchase orders in whole or in part when in the judgment of the
Advisor or the Distributor such rejection is in the best interest of the Fund, and (iii) to reduce or
waive the minimum for initial and subsequent investments for certain fiduciary accounts or
under circumstances where certain economies can be achieved in sales of the Fund’s shares.

How to Sell Shares

You can sell your Fund shares any day the NYSE is open for regular trading, either directly to
the Fund or through your investment representative. The Fund will forward redemption proceeds
or redeem shares for which it has collected payment of the purchase price.

Payments to shareholders for shares of the Fund redeemed directly from the Fund will be made
as promptly as possible but no later than seven days after receipt by the Transfer Agent of the
written request in proper form, with the appropriate documentation as stated in the Prospectus,
except that the Fund may suspend the right of redemption or postpone the date of payment
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during any period when (a) trading on the NYSE is restricted as determined by the SEC or the
NYSE is closed for other than weekends and holidays; (b) an emergency exists as determined by
the SEC making disposal of portfolio securities or valuation of net assets of the Fund not
reasonably practicable; or (c) for such other period as the SEC may permit for the protection of
the Fund’s shareholders. At various times, the Fund may be requested to redeem shares for
which it has not yet received confirmation of good payment; in this circumstance, the Fund may
delay the payment of the redemption proceeds until payment for the purchase of such shares has
been collected and confirmed to the Fund.

Selling Shares Directly to the Fund

Send a signed letter of instruction to the Transfer Agent. The price you will receive is the next
NAYV per share calculated after the Fund receives your request in proper form. In order to
receive that day’s NAV per share, the Transfer Agent must receive your request before the close
of regular trading on the NYSE.

Telephone Redemptions

Upon receipt of any instructions or inquiries by telephone from a shareholder or, if held in a joint
account, from either party, or from any person claiming to be the shareholder, the Fund or its
agent is authorized, without notifying the shareholder or joint account parties, to carry out the
instructions or to respond to the inquiries, consistent with the service options chosen by the
shareholder or joint shareholders in his or their latest account application or other written request
for services, including purchasing or redeeming shares of the Fund and depositing and
withdrawing monies from the bank account specified in the Bank Account Registration section
of the shareholder’s latest account application or as otherwise properly specified to the Fund in
writing.

The Transfer Agent will employ these and other reasonable procedures to confirm that
instructions communicated by telephone are genuine; if such procedures are observed, neither
the Fund nor its agents will be liable for any loss, liability, cost or expense arising out of any
redemption request, including any fraudulent or unauthorized request. For information, consult
the Transfer Agent.

During periods of unusual market changes and shareholder activity, you may experience delays
in contacting the Transfer Agent by telephone. In this event, you may wish to submit a written
redemption request, as described in the Prospectus, or contact your investment representative.
The telephone redemption privilege may be modified or terminated without notice.

In-Kind Purchases and Redemptions

Payment for shares of the Fund may, in the discretion of the Trust, be made in the form of
securities that are permissible investments for the Fund as described in the Prospectus. For
further information about this form of payment, contact the Transfer Agent. In connection with
an in-kind securities payment, the Fund will require, among other things, that the securities be
valued on the day of purchase in accordance with the pricing methods used by the Fund and that
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the Fund receives satisfactory assurances that it will have good and marketable title to the
securities received by it; that the securities be in proper form for transfer to the Fund; and that
adequate information be provided concerning the basis and other tax matters relating to the
securities.

Subject to compliance with applicable regulations, the Fund has reserved the right to pay the
redemption price of its shares, either totally or partially, by a distribution in-kind of readily
marketable portfolio securities (instead of cash). The securities so distributed would be valued at
the same amount as that assigned to them in calculating the NAV for the shares being sold. If a
shareholder received a distribution in-kind, the shareholder could incur brokerage or other
charges in converting the securities to cash. The Trust has filed an election under Rule 18f-1 of
the 1940 Act committing to pay in cash all redemptions by a shareholder of record up to amounts
specified by the rule (approximately $250,000).

TAX MATTERS

The Fund has elected to qualify and intends to continue to qualify as a regulated investment
company under Subchapter M of the Code, for each taxable year by complying with all
applicable requirements regarding the source of its income, the diversification of its assets, and
the timing and amount of its distributions. The Fund’s policy is to distribute to its shareholders
all of its investment company taxable income and any net realized capital gains for each fiscal
year and calendar year in a manner that complies with the distribution requirements of the Code,
so that the Fund will not be subject to any federal income or excise taxes based on net income.
However, the Fund can give no assurances that its distributions will be sufficient to prevent it
from being subject to all applicable taxes. In addition, the Board may elect to pay such income
or excise taxes if it determines that payment is, under the circumstances, in the best interests of
the Fund. If the Fund does not qualify as a regulated investment company, it may be taxed as a
corporation.

In order to qualify as a regulated investment company, the Fund must, among other things,
derive at least 90% of its gross income each year from dividends, interest, payments with respect
to loans of stock and securities, gains from the sale or other disposition of stock or securities or
foreign currency gains related to investments in stock or securities, or other income (generally
including gains from options, futures or forward contracts) derived with respect to the business
of investing in stock, securities or currency, and net income derived from an interest in a
qualified publicly traded partnership (i.e., partnerships that are traded on an established securities
market or tradable on a secondary market, other than partnerships that derive 90% of their
income from interest, dividends, capital gains, and other traditional permitted mutual fund
income). The Fund must also satisfy the following two asset diversification tests. At the end of
each quarter of each taxable year, (i) at least 50% of the value of the Fund’s total assets must be
represented by cash and cash items (including receivables), U.S. Government securities, the
securities of other regulated investment companies, and other securities, with such other
securities being limited in respect of any one issuer to an amount not greater than 5% of the
value of the Fund’s total assets and not more than 10% of the outstanding voting securities of
such issuer, and (ii) not 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 the securities of other
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regulated investment companies), the securities of any two or more issuers (other than the
securities of other regulated investment companies) that the Fund controls (by owning 20% or
more of their outstanding voting stock) and that are determined to be engaged in the same or
similar trades or businesses or related trades or businesses (which may include REITS), or the
securities of one or more qualified publicly traded partnerships. The Fund must also distribute
each taxable year sufficient dividends to its shareholders to claim a dividends paid deduction
equal to at least the sum of 90% of the Fund’s investment company taxable income (which
generally includes dividends, interest, and the excess of net short-term capital gain over net long-
term capital loss) and 90% of the Fund’s net tax-exempt interest, if any.

In addition to the taxable year 90% distribution requirement described in the previous paragraph,
and in order to avoid the imposition of a non-deductible 4% excise tax, the Fund must distribute
(or be deemed to have distributed) by December 31 of each calendar year (i) at least 98% of its
ordinary income for such year, (ii) at least 98.2% of the excess of its realized capital gains over
its realized capital losses for the 12-month period ending on October 31 during such year, and
(iii) any amounts from prior years that were not distributed and on which no federal income tax
was paid. The Fund intends to declare and pay dividends and other distributions, as stated in the
Prospectus.

Net investment income generally consists of interest and dividend income, less expenses. Net
realized capital gains for a fiscal period are computed by taking into account any capital loss
carryforward of the Fund.

At February 28, 2011, the Fund had a capital loss carryforward of $3,357,632, which expires as
follows:

Year Amount

2017 $ 1,480,640

2018 1,876,992
$ 3,357,632

Under recently enacted legislation, capital losses sustained and not used in a taxable year may be
carried forward indefinitely to offset capital gains of the Fund in future years.

Distributions of net investment income and net realized capital gains by the Fund will be taxable
to shareholders whether made in cash or reinvested by the Fund in shares. Shareholders receiving
a distribution from the Fund in the form of additional shares will have a cost basis for federal
income tax purposes in each share so received equal to the NAV of a share of the Fund on the
reinvestment date. Fund distributions also will be included in individual and corporate
shareholders’ income on which the alternative minimum tax may be imposed.

The Fund or the securities dealer effecting a redemption of the Fund’s shares by a shareholder
will be required to file information reports with the Internal Revenue Service (“IRS”) with
respect to distributions and payments made to the shareholder. In addition, the Fund will be
required to withhold a certain percentage (currently 28%) of federal income tax on taxable
dividends, redemptions and other payments made to accounts of individual or other non-exempt
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shareholders who have not furnished their correct taxpayer identification numbers and certain
required certifications on the new account application or with respect to which the Fund or the
securities dealer has been notified by the IRS that the number furnished is incorrect or that the
account is otherwise subject to backup withholding. Backup withholding is not an additional tax
and any amount withheld may be credited against a shareholder’s ultimate federal income tax
liability if proper documentation is provided.

Distributions of net investment income and net short-term capital gains are taxable to
shareholders as ordinary income. For individual shareholders, a portion of the distributions paid
by the Fund may be qualified dividends eligible under current law for taxation at long-term
capital gain rates to the extent the Fund reports the amount distributed as a qualifying dividend
and certain holding period requirements are met. In the case of corporate shareholders, a portion
of the distributions may qualify for the “dividends received” deduction to the extent the Fund
reports the amount distributed as a qualifying dividend. Availability of the deduction is subject
to certain holding period and debt-financing limitations.

The Fund may be subject to foreign withholding taxes on dividends and interest earned with
respect to securities of foreign corporations.

A shareholder who purchases shares of the Fund by tendering payment for the shares in the form
of other securities may be required to recognize gain or loss for income tax purposes on the
difference, if any, between the adjusted basis of the securities tendered to the Fund and the
purchase price of the Fund’s shares acquired by the shareholder.

Section 475 of the Code requires that a “dealer” in securities must generally “mark to market” at
the end of its taxable year all securities which it owns. The resulting gain or loss is treated as
ordinary (and not capital) gain or loss, except to the extent allocable to periods during which the
dealer held the security for investment. The “mark to market” rules do not apply, however, to a
security held for investment which is clearly identified in the dealer’s records as being held for
investment before the end of the day in which the security was acquired. The IRS has issued
guidance under Section 475 that provides that, for example, a bank that regularly originates and
sells loans is a dealer in securities, and subject to the “mark to market” rules. Shares of the Fund
held by a dealer in securities will be subject to the “mark to market” rules unless they are held by
the dealer for investment and the dealer properly identifies the shares as held for investment.

Redemptions of shares of the Fund will result in gain or loss for tax purposes to the extent of the
difference between the proceeds and the shareholder’s adjusted tax basis for the shares. Any loss
realized upon the redemption of shares within six months from their date of purchase will be
treated as a long-term capital loss to the extent of distributions of long-term capital gain
dividends with respect to such shares during such six-month period. All or a portion of a loss
realized upon the redemption of shares of the Fund may be disallowed to the extent shares of the
Fund are purchased (including shares acquired by means of reinvested dividends) within 30 days
before or after such redemption.
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Distributions and redemptions may be subject to state and local income taxes, and the treatment
thereof may differ from the federal income tax treatment. Foreign taxes may apply to non-U.S.
investors.

The foregoing discussion of U.S. federal income tax law relates solely to the application of that
law to U.S. citizens or residents and U.S. domestic corporations, partnerships, trusts and estates.
Each shareholder who is not a U.S. person should consider the U.S. and foreign tax
consequences of ownership of shares of the Fund, including the possibility that such a
shareholder may be subject to a U.S. withholding tax at a rate of 30 percent (or at a lower rate
under an applicable income tax treaty) on amounts constituting ordinary income, or, in the
alternative, may be subject to a U.S. withholding tax at a rate of 35 percent on amounts
attributable to dispositions by the Fund of U.S. real property interests (possibly including REIT
stock) or to distributions received by the Fund from its REIT holdings.

The above discussion and the related discussion in the Prospectus are not intended to be
complete discussions of all applicable federal tax consequences of an investment in the Fund.
Paul Hastings has expressed no opinion in respect thereof. Shareholders are advised to consult
with their own tax advisers concerning the application of foreign, federal, state and local taxes to
an investment in the Fund.

DIVIDENDS AND DISTRIBUTIONS

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

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

The Fund also may derive capital gains or losses in connection with sales or other dispositions of
its portfolio securities. Any net gain the Fund may realize from transactions involving
investments held less than the period required for long-term capital gain or loss recognition or
otherwise producing short-term capital gains and losses, although a distribution from capital
gains, will be distributed to shareholders with and as a part of dividends giving rise to ordinary
income or qualified dividend income. If during any year the Fund realizes a net gain on
transactions involving investments held more than the period required for long-term gain or loss
recognition or otherwise producing long-term capital gains and losses, the Fund will have a net
long-term capital gain. After deduction of the amount of any net short-term capital loss, the
balance will be distributed and treated as long-term capital gains in the hands of the shareholders
regardless of the length of time the Fund’s shares may have been held by the shareholders. The
maximum capital gains rate for individuals is currently 15% with respect to assets held for more
than 12 months. The maximum capital gains rate for corporate shareholders is the same as the
maximum tax rate for ordinary income, currently 35%.
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Any dividend or distribution paid by the Fund reduces the Fund’s NAV per share on the date
paid by the amount of the dividend of distribution per share. Accordingly, a dividend or
distribution paid shortly after a purchase of shares by a shareholder would represent, in
substance, a partial return of capital (to the extent it is paid on the shares so purchased), even
though it would be subject to income taxes.

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

ANTI-MONEY LAUNDERING PROGRAM

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

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

PROXY VOTING POLICY

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

The Advisor has adopted Proxy Voting Policies and Procedures which underscore the Advisor’s
concern that all proxy voting decisions are made solely in the best interests of the Fund and that
the Advisor will act in a prudent and diligent manner intended to enhance the economic value of
the assets of the Fund.
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A general statement of voting policy and specific voting positions has been established by the
Advisor. This policy is intended to serve as a guideline and to further the economic value of each
security held by the Fund. There will be regular review of this policy. Each proxy will be
considered individually, taking into account the relevant circumstances at the time of each vote.

Where a proxy proposal raises a material conflict between the Advisor’s interests and the Fund’s
interests, the Advisor will resolve the conflict by voting in accordance with the policy guidelines
or at the client’s directive using the recommendation of an independent third party. If the third
party’s recommendations are not received in a timely fashion, the Advisor will abstain from
voting the securities held by that client’s account.

The Trust is required to annually file Form N-PX, which lists the Fund’s complete proxy voting
record for the 12-month period ending June 30. The Fund’s proxy voting record is available
without charge, upon request, by calling toll-free 1-800-385-7003 and on the SEC’s web site at
WWW.SEC.JOV.

GENERAL INFORMATION

The Declaration of Trust permits the Trustees to issue an unlimited number of full and fractional
shares of beneficial interest and to divide or combine the shares into a greater or lesser number of
shares without thereby changing the proportionate beneficial interest in the Fund. Each share
represents an interest in the Fund proportionately equal to the interest of each other share. Upon
the Fund’s liquidation, all shareholders would share pro rata in the net assets of the Fund
available for distribution to shareholders.

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

The Board has created numerous series of shares, and may create additional series in the future,
each of which has separate assets and liabilities. Income and operating expenses not specifically
attributable to a particular fund are allocated fairly among the funds by the Trustees, generally on
the basis of the relative net assets of each fund.

Rule 18f-2 under the 1940 Act provides that as to any investment company which has two or
more series outstanding and as to any matter required to be submitted to shareholder vote, such
matter is not deemed to have been effectively acted upon unless approved by the holders of a
“majority” (as defined in the Rule) of the voting securities of each series affected by the matter.
Such separate voting requirements do not apply to the election of Trustees or the ratification of
the selection of accountants. The Rule contains special provisions for cases in which an advisory
contract is approved by one or more, but not all, series. A change in investment policy may go
into effect as to one or more series whose holders so approve the change even though the
required vote is not obtained as to the holders of other affected series.
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With respect to the Fund, the Trust may offer more than one class of shares. The Trust has
reserved the right to create and issue additional series or classes. Each share of a series or class
represents an equal proportionate interest in that series or class with each other share of that
series or class. Currently, the Fund has only one class of shares.

The shares of each series or class participate equally in the earnings, dividends and assets of the
particular series or class. Expenses of the Trust which are not attributable to a specific series or
class are allocated amount all the series in a manner believed by management of the Trust to be
fair and equitable. Shares have no preemptive or conversion rights. Shares, when issued, are
fully paid and non-assessable, except as set forth below. Shareholders are entitled to one vote for
each share held. Shares of each series or class generally vote together, except when required
under federal securities laws to vote separately on matters that only affect a particular class, such
as the approval of distribution plans for a particular class.

The Trust is not required to hold annual meetings of shareholders but will hold special meetings
of shareholders of a series or class when, in the judgment of the Trustees, it is necessary or
desirable to submit matters for a shareholder vote. Shareholders have, under certain
circumstances, the right to communicate with other shareholders in connection with requesting a
meeting of shareholders for the purpose of removing one or more Trustees. Shareholders also
have, in certain circumstances, the right to remove one or more Trustees without a meeting. No
material amendment may be made to the Declaration of Trust without the affirmative vote of the
holders of a majority of the outstanding shares of each portfolio affected by the amendment. The
Declaration of Trust provides that, at any meeting of shareholders of the Trust or of any series or
class, a shareholder servicing agent (“Shareholder Servicing Agent”) may vote any shares as to
which such Shareholder Servicing Agent is the agent of record and which are not represented in
person or by proxy at the meeting, proportionately in accordance with the votes cast by holders
of all shares of that portfolio otherwise represented at the meeting in person or by proxy as to
which such Shareholder Servicing Agent is the agent of record. Any shares so voted by a
Shareholder Servicing Agent will be deemed represented at the meeting for purposes of quorum
requirements. Any series or class may be terminated at any time by vote of a majority of the
shares of that series or by the Trustees by written notice to the shareholders of that series. Unless
each series is so terminated, the Trust will continue indefinitely.

The Declaration of Trust also provides that the Trust shall maintain appropriate insurance (for

example, fidelity bonding and errors and omissions insurance) for the protection of the Trust, its

shareholders, Trustees, officers, employees and agents covering possible tort and other liabilities.
CODES OF ETHICS

The Trust, the Advisor and the Distributor have each adopted a Code of Ethics under Rule 17j-1

of the 1940 Act. These Codes of Ethics permit, subject to certain conditions, access persons of
the Advisor and Distributor to invest in securities that may be purchased or held by the Fund.
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FINANCIAL STATEMENTS

The Annual Report for the Fund for the fiscal year ended February 28, 2011, is a separate
document supplied with this SAI and the financial statements, accompanying notes and report of

independent registered public accounting firm appearing therein are incorporated by reference in
this SAL.
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APPENDIX

Description of Ratings
Moody’s Investors Service, Inc.: Corporate Bond Ratings

Aaa -- Bonds which are rated Aaa are judged to be of the best quality and carry the smallest
degree of investment risk. Interest payments are protected by a large or by an exceptionally
stable margin, and principal is secure. While the various protective elements are likely to
change, such changes 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 which 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 to be
considered as upper medium grade obligations. Factors giving security to principal and interest
are considered adequate but elements may be present which suggest a susceptibility to
impairment sometime in the future.

Moody’s applies numerical modifiers “1”, “2” and “3” to both the Aa and A rating
classifications. The modifier “1” indicates that the security ranks in the higher end of its generic
rating category; the modifier “2” indicates a mid-range ranking; and the modifier “3” indicates
that the issue ranks in the lower end of its generic rating category.

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 period of time. Such bonds lack outstanding
investment characteristics and in fact have speculative characteristics as well.

Standard & Poor’s Corporation: Corporate Bond Ratings

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

AA -- Bonds rated AA also qualify as high-quality debt obligations. Capacity to pay principal

and interest is very strong, and in the majority of instances they differ from AAA issues only in
small degree.
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A -- Bonds rated A have a strong capacity to pay principal and interest, although they are
somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions.

BBB -- Bonds rated BBB are regarded as having an adequate capacity to pay principal and
interest. Whereas they normally exhibit adequate protection parameters, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity to pay
principal and interest for bonds in this category than for bonds in the A category.

Commercial Paper Ratings

Moody’s commercial paper ratings are assessments of the issuer’s ability to repay punctually
promissory obligations. Moody’s employs the following three designations, all judged to be
investment grade, to indicate the relative repayment capacity of rated issuers: Prime 1-highest
quality; Prime 2-higher quality; Prime 3-high quality.

A Standard & Poor’s commercial paper rating is a current assessment of the likelihood of timely
payment. Ratings are graded into four categories, ranging from “A” for the highest quality
obligations to “D” for the lowest.

Issues assigned the highest rating, A, are regarded as having the greatest capacity for timely
payment. Issues in this category are delineated with the numbers “1”, “2” and “3” to indicate the
relative degree of safety. The designation A-1 indicates that the degree of safety regarding
timely payment is either overwhelming or very strong. A “+” designation is applied to those
issues rated “A-1" which possess extremely strong safety characteristics. Capacity for timely
payment on issues with the designation “A-2” is strong. However, the relative degree of safety is
not as high as for issues designated A-1. Issues carrying the designation “A-3" have a
satisfactory capacity for timely payment. They are, however, somewhat more vulnerable to the
adverse effect of changes in circumstances than obligations carrying the higher designations.
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