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This Statement of Additional Information (the “SAI”) supplements the prospectus dated May 1, 2012, as it may be
amended from time to time (the “Prospectus”), offering shares of the Adams Harkness Small Cap Growth Fund (the
“Fund”), a separate series of Forum Funds (the “Trust”). This SAI is not a prospectus and should only be read in
conjunction with the Prospectus. You may obtain the Prospectus without charge by contacting Atlantic Fund
Administration, LLC (d/b/a Atlantic Fund Services) (“Atlantic” or “Administrator”) at the address, telephone number or
e-mail address listed above. You may also obtain the Prospectus on the Fund’s website listed above. This SAI is
incorporated by reference into the Prospectus. In other words, it is legally a part of the Prospectus.

Financial statements for the Fund for the year ended December 31, 2011, are included in the Annual Report to
shareholders and are incorporated into this SAI by reference. Copies of the Fund’s Annual Report may be obtained
without charge and upon request, by contacting Atlantic at the address, telephone number or e-mail address listed above.
You may also obtain copies of the Annual Report on the Fund’s website listed above.
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KEY DEFINED TERMS

As used in this SAI the following terms have the meanings listed.

“1933 Act” means the Securities Act of 1933, as amended, including rules, regulations, SEC interpretations, and
any exemptive orders or interpretive relief promulgated thereunder.

“1940 Act” means the Investment Company Act of 1940, as amended, including rules, regulations, SEC
interpretations, and any exemptive orders or interpretive relief promulgated thereunder.

“Adviser” means AH Lisanti Capital Growth, LLC, the Fund’s investment adviser.
“Board” means the Board of Trustees of the Trust.

“Independent Trustees” means trustees who are not interested persons of the Trust, as defined in Section
2(a)(19) of the 1940 Act.

“NAV” means net asset value per share.

“SEC” means the U.S. Securities and Exchange Commission.




INVESTMENT POLICIES AND RISKS

The Fund is a diversified series of the Trust. This section supplements, and should be read in conjunction with, the
Prospectus. The following are descriptions of the permitted investments and investment practices of the Fund and the
associated risks. The Fund will engage in any of the following investment practices if such investment or practice is
consistent with the Fund’s investment objective. Please see the Prospectus for a discussion of the Fund’s investment
objective, principal investment strategies and principal risks of investing in the Fund.

A. Security Ratings Information

The Fund’s investments in fixed-income, preferred stock and convertible securities are subject to the credit risk relating
to the financial condition of the issuers of the securities. To limit credit risk, the Fund may only invest in investment
grade fixed income, preferred and convertible securities. Investment grade means rated in the top four long-term rating
categories or unrated and determined by the Adviser to be of comparable quality. The Fund may purchase unrated
convertible securities, if at the time of purchase, the Adviser believes that they are of comparable quality to rated
securities that the Fund may purchase. Unrated securities may not be as actively traded as rated securities.

The lowest ratings that are investment grade for corporate bonds, including convertible securities, are “Baa” in the case
of Moody’s Investors Service, Inc. (“Moody’s”) and “BBB” in the cases of Standard & Poor’s Financial Services, LLC,
a division of the McGraw-Hill Companies, Inc. (“S&P”) and Fitch, Inc. (“Fitch”); for preferred stock the lowest ratings
are “Baa” in the case of Moody’s and “BBB” in the cases of S&P and Fitch. The Fund may retain securities whose
ratings have declined below the lowest permissible rating category (or that are unrated and determined by the Adviser to
be of comparable quality to securities whose ratings have declined below the lowest permissible rating category) if the
Adviser determines that retaining such security is in the best interests of the Fund.

Moody’s, S&P, Fitch and other organizations provide ratings of the credit quality of debt obligations, including
convertible securities. A description of the range of ratings assigned to various types of bonds and other securities is
included in Appendix A to this SAIL. The Adviser may use these ratings to determine whether to purchase, sell or hold a
security. Ratings are general and are not absolute standards of quality. Credit ratings attempt to evaluate the safety of
principal and interest payments and do not evaluate the risks of fluctuations in market value. An issuer’s current financial
condition may be better or worse than a rating indicates.

B. Equity Securities

Common and Preferred Stock. The Fund may invest in common and preferred stock. Common stock represents an
ownership interest in a company and usually possesses voting rights and earns dividends. Dividends on common stock
are not fixed but are declared at the discretion of the issuer. Common stock generally represents the riskiest investment
in a company. In addition, common stock generally has the greatest appreciation and depreciation potential because
increases and decreases in earnings are usually reflected in a company’s common stock price. Preferred stock is a class
of stock having a preference over common stock as to the payment of dividends or the recovery of investment should a
company be liquidated, although preferred stock is usually junior to the debt securities of the issuer. Preferred stock
typically does not possess voting rights and its market value may change based on changes in interest rates.

The fundamental risk of investing in common and preferred stock is the risk that the value of the stock might decrease.
Stock values fluctuate in response to the activities of an individual company or in response to general market and/or
economic conditions. Historically, common stocks have provided greater long-term returns and have entailed greater
short-term risks than preferred stocks, fixed-income securities and money market investments. The market value of all
securities, including common and preferred stocks, is based upon the market’s perception of value and not necessarily the
book value of an issuer or other objective measure of a company’s worth. If you invest in the Fund, you should be
willing to accept the risks of the stock market and should consider an investment in the Fund only as a part of your
overall investment portfolio.

Smaller Companies. The Fund may invest in securities issued by smaller companies. Historically, smaller company
securities have been more volatile in price than larger company securities, especially over the short term. Among the
reasons for the greater price volatility are the less certain growth prospects of smaller companies, the lower degree of
liquidity in the markets for such securities, and the greater sensitivity of smaller companies to changing economic
conditions.




In addition, smaller companies may lack depth of management, may be unable to generate funds necessary for growth
or development, their products or services may be concentrated in one area or they may be developing or marketing new
products or services for which markets are not yet established and may never become established.

Warrants. The Fund may invest in warrants. Warrants are securities, typically issued with preferred stock or bonds that
give the holder the right to purchase a given number of shares of common stock at a specified price and time. The price
usually represents a premium over the applicable market value of the common stock at the time of the warrant’s issuance.
Warrants have no voting rights with respect to the common stock, receive no dividends and have no rights with respect
to the assets of the issuer.

Investments in warrants involve certain risks, including the possible lack of a liquid market for the resale of the warrants,
potential price fluctuations due to adverse market conditions or other factors and failure of the price of the common stock
to rise. If the warrant is not exercised within the specified time period, it becomes worthless.

American Depositary Receipts. The Fund may invest in sponsored and unsponsored American Depositary Receipts
(“ADRs”). ADRs typically are issued by a U.S. bank or trust company, evidence ownership of underlying securities
issued by a foreign company, and are designed for use in U.S. securities markets. The Fund may invest in ADRS in order
to obtain exposure to foreign securities markets. For the purpose of the Fund’s investment policies, the Fund’s
investment in an ADR will be considered an investment in the underlying securities of the applicable foreign company.

Unsponsored depositary receipts may be created without the participation of the foreign issuer. Holders of these receipts
generally bear all the costs of the depositary receipt facility, whereas foreign issuers typically bear certain costs in a
sponsored depositary receipt. The bank or trust company depositary of an unsponsored depositary receipt may be under
no obligation to distribute shareholder communications received from the foreign issuer or to pass through voting rights.
Accordingly, available information concerning the issuer may not be current, and the prices of unsponsored depositary
receipts may be more volatile than the prices of sponsored depositary receipts.

Convertible Securities. The Fund may invest in convertible securities. Convertible securities include fixed-income
securities, preferred stock or other securities that may be converted into or exchanged for a given amount of common
stock of the same or a different issuer during a specified period and at a specified price in the future. A convertible
security entitles the holder to receive interest on debt or the dividend on preferred stock until the convertible security
matures or is redeemed, converted or exchanged.

Convertible securities rank senior to common stock in a company’s capital structure but are usually subordinated to
comparable non-convertible securities. Convertible securities have unique investment characteristics in that they
generally: (1) have higher yields than the underlying common stock, but lower yields than comparable non-convertible
securities; (2) are less subject to fluctuation in value than the underlying common stock since they have fixed-income
characteristics; and (3) provide the potential for capital appreciation if the market price of the underlying common stock
increases.

A convertible security may be subject to redemption at the option of the issuer at a price established in the convertible
security’s governing instrument. If a convertible security is called for redemption, the Fund will be required to permit the
issuer to redeem the security, convert it into the underlying common stock or sell it to a third party.

Investment in convertible securities generally entails less risk than an investment in the issuer’s common stock.
Convertible securities are typically issued by smaller capitalization companies whose stock price may be volatile.
Therefore, the price of a convertible security may reflect variations in the price of the underlying common stock in a way
that non-convertible debt does not. The extent to which such risk is reduced, however, depends in large measure upon the
degree to which the convertible security sells above its value as a fixed-income security.

The Fund may invest in high yield securities that provide poor protection for payment of principal and interest but may
have greater potential for capital appreciation than do higher quality securities. These securities also have greater risk of
default or price changes due to changes in the issuers’ creditworthiness than do higher quality securities. The market for
these securities may be thinner and less active than that for higher quality securities, which may affect the price at which
the lower rated securities can be sold. In addition, the market prices of these securities may fluctuate more than the
market prices of higher quality securities and may decline significantly in periods of general economic difficulty or rising
interest rates. Under such conditions, the Fund may have to use subjective rather than objective criteria to value its high
yield/high risk securities investments accurately and may rely more heavily on the judgment of the Adviser to do so.




C. Foreign Securities

The Fund may invest in foreign securities. Investments in the securities of foreign issuers may involve risks in addition
to those normally associated with investments in the securities of U.S. issuers. All foreign investments are subject to
risks of: (1) foreign political and economic instability; (2) adverse movements in foreign exchange rates; (3) the
imposition or tightening of exchange controls or other limitations on repatriation of foreign capital; and (4) changes in
foreign governmental attitudes towards private investment, including potential nationalization, increased taxation or
confiscation of the Fund’s assets.

In addition, dividends and interest payable on foreign securities may be subject to foreign withholding taxes, thereby
reducing the income available for distribution or reinvestment by the Fund. Some foreign brokerage commission and
custody fees are higher than in the U.S. Foreign accounting, auditing and financial reporting standards differ from those
in the U.S. and therefore, less information may be available about foreign companies than is available about issuers of
comparable U.S. companies. Foreign securities also may trade less frequently and with lower volume and may exhibit
greater price volatility than U.S. securities.

Changes in foreign exchange rates will affect the U.S. dollar value of all foreign currency-denominated securities held
by the Fund. Exchange rates are influenced generally by the forces of supply and demand in the foreign currency markets
and by numerous other political and economic events occurring outside the U.S., many of which may be difficult, if not
impossible, to predict.

Income from foreign securities will be received and realized in foreign currencies, and the Fund is required to compute
and distribute income in U.S. dollars. Accordingly, a decline in the value of a particular foreign currency against the U.S.
dollar after the Fund’s income has been earned and computed in U.S. dollars may require the Fund to liquidate portfolio
securities to acquire sufficient U.S. dollars to make a distribution. Similarly, if the exchange rate declines between the
time the Fund incurs expenses in U.S. dollars and the time such expenses are paid, the Fund may be required to liquidate
additional foreign securities to purchase the U.S. dollars required to meet such expenses.

D. Leverage Transactions

The Fund may use leverage to increase potential returns. Leverage involves special risks and may involve speculative
investment techniques. Leverage exists when cash made available to the Fund through an investment technique is used
to make additional Fund investments. Leverage transactions include borrowing for other than temporary or emergency
purposes, purchasing securities on margin (borrowing money from a bank to purchase securities), selling securities short
(selling securities that are not owned), lending portfolio securities, entering into repurchase agreements, dollar rolls and
purchasing securities on a when-issued, delayed delivery or forward commitment basis. The Fund uses these investment
techniques only when the Adviser believes that the leveraging and the returns available to the Fund from investing the
cash will provide investors with a potentially higher return.

The risks of leverage include a higher volatility of the Fund’s NAV which may be magnified by favorable or adverse
market movements or changes in the cost of cash obtained by leveraging and the yield from invested cash. So long as
the Fund is able to realize a net return on its investment portfolio that is higher than interest expense incurred, if any,
leverage will result in higher current net investment income for the Fund than if the Fund was not leveraged. Changes
in interest rates and related economic factors could cause the relationship between the cost of leveraging and the yield
to change so that rates involved in the leveraging arrangement may substantially increase relative to the yield on the
obligations in which the proceeds of the leveraging have been invested. To the extent that the interest expense involved
in leverage approaches the net return on the Fund’s investment portfolio, the benefit of leveraging will be reduced, and,
if the interest expense incurred as a result of leveraging on borrowings were to exceed the net return to investors, the
Fund’s use of leverage would result in a lower rate of return than if the Fund was not leveraged. If the Fund’s current
investment income was not sufficient to meet the interest expense of leveraging, it could be necessary for the Fund to
liquidate some of its investments at an inappropriate time.

Borrowing. Pursuant to Section 18(f)(1) of the 1940 Act, the Fund may not issue any class of senior security or sell any
senior security of which it is the issuer, except that the Fund shall be permitted to borrow from any bank so long as
immediately after such borrowings, there is an asset coverage of at least 300% and that in the event such asset coverage
falls below this percentage, the Fund shall reduce the amount of its borrowings, within 3 days (excluding Sundays and
holidays), to an extent that the asset coverage shall be at least 300%. The Fund, however has adopted a non-fundamental
policy pursuant to which it may only borrow money from a bank in amounts up to 5% of the Fund’s total assets. The




Fund will generally borrow money to increase its returns. Typically, if a security purchased with borrowed funds
increases in value, the Fund may sell the security, repay the loan and secure a profit.

The Fund may not pledge, mortgage or hypothecate its assets, except it may pledge 5% of its assets to secure permitted
indebtedness.

Borrowing creates the risk of magnified capital losses. If the Fund buys securities with borrowed funds and the value of
the securities declines, the Fund may be required to provide the lender with additional funds or liquidate its position in
these securities to continue to secure or repay the loan. The Fund may also be obligated to liquidate other portfolio
positions at an inappropriate time in order to pay off the loan or any interest payments associated with the loan. To the
extent that the interest expense involved in a borrowing transaction approaches the net return on the Fund’s investment
portfolio, the benefit of borrowing will be reduced, and, if the interest expense is incurred as a result of borrowing were
to exceed the net return to investors, the Fund’s use of borrowing would result in a lower rate of return than if the Fund
did not borrow. The size of any loss incurred by the Fund due to borrowing will depend on the amount borrowed. The
greater the percentage borrowed the greater potential of gain or loss to the Fund.

E. lliquid and Restricted Securities

The Fund may invest in illiquid and restricted securities. The term “illiquid securities” means securities that cannot be
disposed of within seven days in the ordinary course of business at approximately the amount at which the Fund has
valued the securities. The Fund has a non-fundamental policy pursuant to which it may not invest more than 15% of its
net assets in illiquid securities. [lliquid securities include: (1) repurchase agreements not entitling the holder to payment
of principal within seven days; (2) purchased over-the-counter options; (3) securities which are not readily marketable;
and (4) securities subject to contractual or legal restrictions on resale because they have not been registered under the
1933 Act (“restricted securities”).

Rule 144A Securities, which are restricted securities, may be less liquid investments than registered securities because
such securities may not be readily marketable in broad public markets. A Rule 144A restricted security carries the risk
that the Fund may not be able to sell the security when the portfolio manager considers it desirable to do so or that the
Fund may have to sell the security at a lower price than that which would be available if the security were more liquid.
In addition, transaction costs may be higher for 144A securities than for more liquid securities. Although there is a
substantial institutional market for Rule 144A securities, it is not possible to predict exactly how the market for Rule
144A securities will develop. A restricted security which when purchased was liquid in the institutional markets may
subsequently become illiquid.

Limitations on resale may have an adverse effect on the marketability of a security and the Fund also might have to
register a restricted security in order to dispose of it, resulting in expense and delay. The Fund might not be able to
dispose of restricted or illiquid securities promptly or at reasonable prices and might thereby experience difficulty
satisfying redemption requests. There can be no assurance that a liquid market will exist for any security at any particular
time. Any security, including securities determined by the Adviser to be liquid, can become illiquid.

Determination of Liquidity. The Board has the ultimate responsibility for determining whether specific securities are
liquid and has delegated this responsibility to the Adviser, pursuant to guidelines approved by the Board. The Adviser
determines and monitors the liquidity of the portfolio securities and reports periodically on its decisions to the Board.
The Adviser takes into account a number of factors in reaching liquidity decisions, including but not limited to: (1) the
frequency of trades and quotations for the security; (2) the number of dealers willing to purchase or sell the security and
the number of other potential buyers; (3) the willingness of dealers to undertake to make a market in the security; and
(4) the nature of the marketplace trades, including the time needed to dispose of the security, the method of soliciting
offers and the mechanics of the transfer.

An institutional market has developed for certain restricted securities. Accordingly, contractual or legal restrictions on
the resale of a security may not be indicative of the liquidity of the security. If such securities are eligible for purchase
by institutional buyers in accordance with Rule 144A under the 1933 Act or other exemptions, The Adviser may
determine that the securities are not illiquid.




F. Investment Company Securities and Exchange Traded Funds

Open-End and Closed-End Investment Companies. The Fund may invest in other open-end and closed-end
investment companies consistent with the Fund’s investment objectives and strategies. The Fund may also invest in
money market mutual funds, pending investment of cash balances. The Fund will limit its investment in the securities of
other open-end and closed-end investment companies to the extent permitted by the 1940 Act. With certain exceptions,
such provisions generally permit the Fund to invest up to 5% of its assets in another investment company, up to 10% of
its assets in investment companies generally and to hold up to 3% of the shares of another investment company. The
Fund’s investment in other investment companies may include money market mutual funds, which are generally not
subject to the percentage limitations set forth above.

The Fund, as a shareholder of another investment company, will bear its pro-rata portion of the other investment
company’s advisory fee and other expenses, in addition to its own expenses and will be exposed to the investment risks
associated with the other investment company. To the extent that the Fund invests in closed-end companies that invest
primarily in the common stock of companies located outside the United States, see the risks related to foreign securities
set forth in the section entitled “Investment Policies and Risks — Foreign Securities” above.

ETFs. The Fund may invest in exchange-traded funds (“ETFs”). ETFs are investment companies whose securities may
be bought and sold on a national securities exchange. Most ETFs are designed to track a particular market segment
or index.

The risks of owning an ETF generally reflect the risks of owning the underlying market segment or index it is designed
to track. Lack of liquidity in an ETF, however, could result in it being more volatile than the underlying portfolio of
securities. In addition, the Fund will incur expenses in connection with investing in ETFs that may increase the cost of
investing in the ETF versus the cost of directly owning the securities in the ETF.

G. Temporary Defensive Position and Cash Investments

The Fund may assume a temporary defensive position and may invest without limit in money market instruments that are
of prime quality or in common stocks of larger, more established companies. Prime quality instruments are those
instruments that are rated in one of the two highest short-term rating categories or, if not rated, determined by the
Adbviser to be of comparable quality. The Fund also may hold cash and invest in prime quality money market instruments
pending investment of cash balances.

Money market instruments usually have maturities of one year or less and fixed rates of return. The money market
instruments in which the Fund may invest include short-term U.S. Government Securities, commercial paper, bankers’
acceptances, certificates of deposit, interest-bearing savings deposits of commercial banks, repurchase agreements
concerning securities in which the Fund may invest and registered and unregistered money market funds.

H. Master-Feeder

The Fund may seek to achieve its investment objective by converting to a master-feeder structure. A fund operating
under a master-feeder structure holds, as its only investment, shares of another investment company having substantially
the same investment objective and policies. The Board will not authorize conversion to a master-feeder structure if it
would materially increase costs to Fund shareholders. The Board will not convert the Fund to a master-feeder structure
without notice to the shareholders.

I. Commodity Pool Operator
The Trust, on behalf of the Fund, has filed a notice with the National Futures Association claiming exclusion from the

definition of the term “commodity pool operator” under the Commodity Exchange Act (the “Act”) and therefore the
Fund is not subject to registration or regulation as a pool operator under the Act.




INVESTMENT LIMITATIONS

The Trust, on behalf of the Fund, has adopted the following investment policies which are fundamental policies that may
not be changed without the affirmative vote of a majority of the outstanding voting securities of the Fund. “A majority
of the outstanding voting securities of the Fund,” as defined by the 1940 Act, means the affirmative vote of the lesser of
(1) more than 50% of the outstanding shares of the Fund, or (2) 67% or more of the shares present at a meeting, if more
than 50% of the outstanding shares are represented at the meeting in person or by proxy.

The Fund’s investment objective is a fundamental policy and therefore may not be changed without shareholder
approval.

For purposes of the following limitations, all percentage limitations apply immediately after a purchase or initial
investment. Except with respect to borrowing money, if a percentage limitation is adhered to at the time of the
investment, a later increase or decrease in the percentage resulting from any change in value or net assets will not result
in a violation of such restrictions. If at any time the Fund’s borrowings exceed its limitations due to a decline in net
assets, such borrowings will be reduced within three days (excluding Sundays and holidays) to the extent necessary to
comply with the limitation.

Fundamental Limitations. The Fund has adopted the following fundamental investment limitations.

The Fund may not:

1. Borrowing Money

Borrow money if, as a result, outstanding borrowings would exceed an amount equal to 33%3% of the Fund’s total assets.
2. Concentration

Purchase a security if, as a result, more than 25% of the Fund’s total assets would be invested in securities of issuers
conducting their principal business activities in the same industry. For purposes of this limitation, there is no limit on
investments in U.S. Government Securities and repurchase agreements covering U.S. Government Securities.
Notwithstanding anything to the contrary, to the extent permitted by the 1940 Act, the Fund may invest in one or more
investment companies; provided that, except to the extent the Fund invests in other investment companies pursuant to
Section 12(d)(1)(A) and Section 12(d)(1)(F) of the 1940 Act, the Fund treats the assets of the investment companies in
which it invests as its own for purposes of this policy.

3. Underwriting Activities

Underwrite securities issued by other persons except, to the extent that in connection with the disposition of portfolio
securities, the Fund may be deemed to be an underwriter.

4. Making Loans

Make loans to other parties. For purposes of this limitation, entering into repurchase agreements, lending securities and
acquiring any debt securities are not deemed to be the making of loans.

5. Purchases and Sales of Real Estate

Purchase or sell real estate unless acquired as a result of ownership of securities or other instruments (but this shall not
prevent the Fund from investing in securities backed by real estate or securities of companies engaged in the real estate
business).

6. Purchases and Sales of Commodities

Purchase or sell physical commodities unless acquired as the result of ownership of securities or other instruments (but

this shall not prevent the Fund from purchasing or selling options and futures contracts or from investing in securities or
other instruments backed by physical commodities).




7. Issuance of Senior Securities

Issue senior securities except pursuant to Section 18 of the 1940 Act.

8. Diversification

With respect to 75% of its assets, purchase a security (other than a U.S. Government Security or a security of an
investment company) if, as a result: (1) more than 5% of the Fund’s total assets would be invested in the securities of a

single issuer; or (2) the Fund would own more than 10% of the outstanding voting securities of a single issuer.

Non-Fundamental Limitations. The Fund has adopted the following non-fundamental investment limitations, which
may be changed by the Board without shareholder approval.

The Fund may not:

1. Securities of Investment Companies

Invest in the securities of any investment company except to the extent permitted by the 1940 Act.
2. Short Sales

Sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the securities
sold short (short sales “against the box’’), and provided that transactions in futures contracts and options are not deemed
to constitute selling securities short.

3. Illiquid Securities

Invest more than 15% of its net assets in illiquid assets such as: (1) securities that cannot be disposed of within seven
days at their then-current value; (2) repurchase agreements not entitling the holder to payment of principal within seven
days; and (3) securities subject to restrictions on the sale of the securities to the public without registration under the
1933 Act (“restricted securities”) that are not readily marketable. The Fund may treat certain restricted securities as
liquid pursuant to guidelines adopted by the Board.

4. Purchases on Margin

Purchase securities on margin, except that the Fund may use short-term credit for the clearance of the Fund’s
transactions, and provided that initial and variation margin payments in connection with futures contracts and options on
futures contracts shall not constitute purchasing securities on margin.

5. Borrowing

Purchase or otherwise acquire any security with borrowed funds if, as a result, the total borrowings would exceed 5% of
the value of its total assets.

6. Options and Futures Contracts

Invest in options contracts regulated by the CFTC except for: (1) bona fide hedging purposes within the meaning of the
rules of the CFTC; and (2) for other purposes if, as a result, no more than 5% of the Fund’s net assets would be invested
in initial margin and premiums (excluding amounts “in-the-money”) required to establish the contracts. The Fund: (1)
will not hedge more than 50% of its total assets by selling futures contracts, buying put options and writing call options
(so called “short positions™); (2) will not buy futures contracts or write put options whose underlying value exceeds 25%
of the Fund’s total assets; and (3) will not buy call options with a value exceeding 5% of the Fund’s total assets.

7. Exercising Control of Issuers
Make investments for the purpose of exercising control of an issuer. Investments by the Fund in entities created under

the laws of foreign countries solely to facilitate investment in securities in that country will not be deemed the making
of investments for the purpose of exercising control.




BOARD OF TRUSTEES, MANAGEMENT AND SERVICE PROVIDERS

A. Board of Trustees

The Trust is governed by its Board of Trustees. The Board is responsible for and oversees the overall management and
operations of the Trust and the Fund, which includes the general oversight and review of the Fund’s investment activities,
in accordance with federal law, Delaware law and the stated policies of the Fund. The Board oversees the Trust’s officers
and service providers, including the Adviser, who is responsible for the management of the day-to-day operations of the
Fund based on policies and agreements reviewed and approved by the Board. In carrying out these responsibilities, the
Board regularly interacts with and receives reports from senior personnel of service providers and the Trust’s Chief
Compliance Officer (“CCO”). The Board also is assisted by the Trust’s independent auditor (who reports directly to the
Trust’s Audit Committee), independent counsel and other experts as appropriate, all of whom are selected by the Board.

Board Structure and Related Matters. Independent Trustees constitute at least two-thirds of the Board members. J.
Michael Parish, an Independent Trustee, serves as Independent Chair of the Board. The Independent Chair’s
responsibilities include: setting an agenda for each meeting of the Board; presiding at all meetings of the Board and
Independent Trustees; and serving as a liaison with other trustees, the Trust’s officers, other management personnel and
counsel to the Fund. The Independent Chair also performs such other duties as the Board may from time to time
determine.

The trustees discharge their responsibilities collectively as a Board, as well as through Board committees, each of which
operates pursuant to a charter or procedures approved by the Board that delineates the specific responsibilities of that
committee. The Board has established four standing committees: the Audit Committee, the Nominating Committee, the
Valuation Committee and the Qualified Legal Compliance Committee. The members and responsibilities of each Board
committee are summarized beginning on page 13.

The Board periodically evaluates its structure and composition as well as various aspects of its operations. The Board
believes that its leadership structure, including its Independent Chair position and its committees, is appropriate for the
Trust in light of, among other factors, the asset size and nature of the Fund, the number of funds overseen by the Board,
the arrangements for the conduct of the Fund’s operations, the number of trustees and the Board’s responsibilities. On an
annual basis, the Board conducts a self-evaluation that considers, among other matters, whether the Board and its
committees are functioning effectively and whether, given the size and composition of the Board and each if its
committees, the trustees are able to oversee effectively the number of funds in the complex.

The Board holds four regularly scheduled in-person meetings each year. The Board may hold special meetings, as
needed, either in person or by telephone, to address matters arising between regular meetings. The Independent Trustees
also hold at least one in-person meeting each year during a portion of which management is not present and may hold
special meetings, as needed, either in person or by telephone.

The trustees are identified in the table below, which provides information as to their principal business occupations held
during the last five years and certain other information. Each trustee serves until his death, resignation or removal and
replacement. The address for all trustees is c/o Atlantic Fund Services, Three Canal Plaza, Suite 600, Portland, Maine
04101. John Y. Keffer is considered an interested trustee due to his affiliation with Atlantic Fund Administration, LLC
(d/b/a Atlantic Fund Services) (“Atlantic” or the “Administrator”).




organization) since
2005; President, Forum
Trust, LLC (a non-
depository trust
company chartered in
the State of Maine)
since 1997.

Number of Other
Length of Principal Series of Trust | Directorships
Name and Year | Position with Time Occupation(s) During Overseen Held By
of Birth the Trust Served Past Five Years By Trustee Trustee
Independent Trustees
J. Michael Parish |Chairman of Since 1989 | Retired since 2003. 21 0
Born: 1943 the Board; (Chairman
Trustee; since 2004)
Chairman,
Nominating
Committee and
Qualified Legal
Compliance
Committee
Costas Azariadis Trustee; Since 1989 | Professor of Economics, 21 0
Born: 1943 Chairman, Washington University
Valuation since 2006; Professor of
Committee Economics, University
of California-Los
Angeles 1992-2006.
James C. Cheng | Trustee; Since 1989 |President, Technology 21 0
Born: 1942 Chairman, Marketing Associates
Audit (marketing company for
Committee small- and medium-
sized businesses in New
England) since 1991.
David Tucker Trustee Since 2011 | Director, Blue Sky 21 0
Born: 1958 Experience, since 2008;
Senior Vice President &
General Counsel,
American Century
Companies 1998-2008.
Interested Trustee
John Y. Keffer! Trustee; Vice Since 1989 | Chairman, Atlantic since 21 Director,
Born: 1942 Chairman 2008; President, Forum Wintergreen
Foundation (a charitable Fund, Inc.

'Atlantic is a subsidiary of Forum Holdings Corp. I, a Delaware corporation that is wholly owned by Mr. Keffer.

In addition to the information set forth in the table above, each trustee possesses other relevant qualifications, experience,

attributes or skills. The following provides additional information about these qualifications and experience.

J. Michael Parish: Mr. Parish has experience as a business attorney and long-time member of a law firm; service on the
board of the foundation Hackensack Riverkeeper, Inc., and a private university; and multiple years of service as a trustee
and as Independent Chair. Mr. Parish also served as a trustee of Monarch Funds, a Massachusetts business trust and

open-end management investment company, from 2003 to 2009.
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Costas Azariadis: Mr. Azariadis has extensive experience with finance and economics, having served as a professor of
economics at various top universities and a member of the various committees of the governing body of universities; and
multiple years of service as a trustee. Mr. Azariadis also served as a trustee of Monarch Funds from 2003 to 2009.

James C. Cheng: Mr. Cheng has organizational experience as chairman and chief executive officer of a private marketing
company; experience as co-founder of an information technology firm; experience as a consultant; and multiple years of
service as a trustee. Mr. Cheng also served as a trustee of Monarch Funds from 2003 to 2009.

David Tucker: Mr. Tucker has extensive experience in the investment management industry, including experience in
senior management, legal and compliance roles at two large mutual fund complexes; service on various committees of
the Investment Company Institute (“ICI”); and director of ICI Mutual (a mutual insurance company sponsored by the
investment company industry), including service as chairman of the underwriting, risk and fraud committees of ICI
Mutual’s board of directors. Mr. Tucker also serves as director of two charitable organizations in the metropolitan Kansas
City area.

John Y. Keffer: Mr. Keffer has extensive experience in the investment management industry, including organizational
experience as chairman and chief executive officer of a fund service provider; and multiple years of service as a trustee.
Mr. Keffer also served as a trustee of Monarch Funds from 2003 to 2009 and continues to serve as an independent
director of Wintergreen Fund, Inc., another open-end management investment company.

Risk Oversight. Consistent with its responsibility for oversight of the Trust and the Fund, the Board oversees the
management of risks relating to the administration and operation of the Trust and the Fund. The Adviser, as part of its
responsibilities for the day-to-day operations of the Fund, is responsible for day-to-day risk management. The Board, in
the exercise of its reasonable business judgment, also separately considers potential risks that may impact the Fund. The
Board performs this risk management oversight directly and, as to certain matters, through its committees (described
below) and through the Independent Trustees. The following provides an overview of the principal, but not all, aspects
of the Board’s oversight of risk management for the Trust and the Fund.

In general, the Fund’s risks include, among others, investment risk, valuation risk, compliance risk and operational risk.
The Board has adopted, and periodically reviews, policies and procedures designed to address these and other risks to the
Trust and the Fund. In addition, under the general oversight of the Board, the Adviser and other service providers have
themselves adopted a variety of policies, procedures and controls designed to address particular risks. Different
processes, procedures and controls are employed with respect to different types of risks. Further, the Adviser oversees
and regularly monitors the investments, operations and compliance of the Fund’s investments.

The Board also oversees risk management for the Trust and the Fund through review of regular reports, presentations and
other information from officers of the Trust and other persons. Senior officers of the Trust, senior officers of the Adviser
and the Trust’s CCO regularly report to the Board on a range of matters, including those relating to risk management. In
this regard, the Board periodically receives reports regarding other service providers to the Trust, either directly or
through the CCO. On at least a quarterly basis, the Independent Trustees meet with the CCO to discuss matters relating
to the Fund’s compliance program. Further, at least annually, the Board receives a report from the CCO regarding the
effectiveness of the Fund’s compliance program.

The Board also regularly receives reports from the Adviser with respect to the investments and securities trading of the
Fund. For example, typically, the Board receives reports, presentations and other information from the Adviser on at least
an annual basis in connection with the Board’s consideration of the renewal of the investment advisory agreement
between the Adviser and the Trust on behalf of the Fund (the “Advisory Agreement”). Also, if applicable, the Board
receives reports from the Adviser and other service providers in connection with the Board’s consideration of the renewal
of any distribution plan of the Fund under Rule 12b-1 under the 1940 Act. Senior officers of the Trust and senior officers
of the Adviser also report regularly to the Valuation and Audit Committees on valuation matters, internal controls and
accounting and financial reporting policies and practices. In addition, the Audit Committee receives regular reports from
the Trust’s independent auditors on internal control and financial reporting matters.
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Trustee Ownership in the Fund and other Series of the Trust. The following table sets forth each trustee’s ownership
of the Fund and the Trust.

Aggregate Dollar Range of
Ownership as of December 31,
2011 in all Registered Investment
Dollar Range of Beneficial Ownership |Companies Overseen by Trustee in

Trustees in the Fund as of December 31, 2011 the Trust
Independent Trustees

J. Michael Parish None Over $100,000
Costas Azariadis None None
James C. Cheng None None
David Tucker None None

Interested Trustee
John Y. Keffer None None

B. Principal Officers of the Trust

The officers of the Trust conduct and supervise its daily business. As of the date of this SAI, the officers of the Trust,
their year of birth and their principal occupations during the past five years are as set forth below. The business address
of each officer is c/o Atlantic Fund Services, Three Canal Plaza, Suite 600, Portland, Maine 04101.

Position Principal Occupation(s)
Name and Year of with the Length of Time During
Birth Trust Served Past 5 Years

Stacey E. Hong President; Principal Since 2008 President, Atlantic since 2008;

Born: 1966 Executive Officer Director, Consulting Services, Foreside
Fund Services 2007.

Karen Shaw Treasurer; Principal Since 2008 Senior Vice President, Atlantic since

Born: 1972 Financial Officer 2008; Vice President, Citigroup
2003-2008.

David Faherty Vice President Since 2009 Senior Counsel, Atlantic since 2009;

Born: 1970 Vice President, Citi Fund Services

Ohio, Inc. 2007-2009; Associate
Counsel, Investors Bank & Trust Co.

2006-2007.
Michael J. McKeen Vice President Since 2009 Senior Vice President, Atlantic since
Born: 1971 2008; Vice President, Citigroup
2003-2008.
Joshua LaPan Vice President Since 2009 Manager, Atlantic since 2008; Vice
Born: 1973 President, Citigroup 2003-2008.
Timothy Bowden Vice President Since 2009 Manager, Atlantic since 2008; Vice
Born: 1969 President, Citigroup 2005-2008.
Lina Bhatnagar Secretary Since 2008 Senior Administration Specialist,
Born: 1971 Atlantic since 2008; Regulatory
Administration Specialist, Citigroup
2006-2008.
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C. Ownership of Securities of the Adviser and Related Companies

As of December 31, 2011, no Independent Trustee (or any of his immediate family members) owned beneficially or of
record, securities of any Trust investment adviser, its principal underwriter, or any person (other than a registered
investment company) directly or indirectly controlling, controlled by or under common control with any Trust
investment adviser or principal underwriter.

D. Information Concerning Trust Committees

Audit Committee. The Trust’s Audit Committee, which meets when necessary, consists of Messrs. Azariadis, Cheng,
Parish, and Tucker, constituting all of the Independent Trustees. Pursuant to a charter adopted by the Board, the Audit
Committee assists the Board in fulfilling its responsibility for oversight of the quality and integrity of the accounting,
auditing and financial reporting practices of the Trust. It is directly responsible for the appointment, termination,
compensation and oversight of work of the independent auditors to the Trust. In so doing, the Committee reviews the
methods, scope and results of the audits and audit fees charged, and reviews the Trust’s internal accounting procedures
and controls. During the fiscal year ended December 31, 2011, the Audit Committee met four times.

Nominating Committee. The Trust’s Nominating Committee, which meets when necessary, consists of Messrs.
Azariadis, Cheng, Parish, and Tucker, constituting all of the Independent Trustees. Pursuant to a charter adopted by the
Board, the Nominating Committee is charged with the duty of nominating all trustees and committee members and
presenting these nominations to the Board. The Nominating Committee will not consider any nominees for trustees
recommended by security holders. During the fiscal year ended December 31, 2011, the Nominating Committee met
one time.

Valuation Committee. The Trust’s Valuation Committee, which meets when necessary, consists of at least one trustee,
the President or the Treasurer, a representative of Atlantic in its capacity as the Fund Accountant (“Fund Accountant™)
and, if needed, a portfolio manager or a senior representative of the investment adviser to the Trust series holding
securities that require fair valuation. Pursuant to the Trust’s Pricing and Valuation Procedures (the “Valuation
Procedures”), the Valuation Committee oversees the pricing of the Fund’s shares and the activities of the Fund
Accountant and the Adviser in connection with the valuation of the Fund’s portfolio securities; selects from time to time,
subject to approval by the Board, independent pricing services to provide a market value or fair value of any portfolio
security approved by the Board; makes and monitors fair value determinations pursuant to the Valuation Procedures; and
carries out any other supervisory functions delegated to it by the Board relating to the valuation of Fund portfolio
securities. During the fiscal year ended December 31, 2011, the Valuation Committee met 173 times.

Qualified Legal Compliance Committee. The Qualified Legal Compliance Committee (the “QLCC”), which meets
when necessary, consists of Messrs. Azariadis, Cheng, Parish, and Tucker, constituting all of the Independent Trustees.
The QLCC evaluates and recommends resolutions to reports from attorneys servicing the Trust regarding evidence of
material violations of applicable federal and state law or the breach of fiduciary duties under applicable federal and state
law by the Trust or an employee or agent of the Trust. During the fiscal year ended December 31, 2011, the QLCC did
not meet.

E. Compensation of Trustees and Officers

Each trustee is paid an annual fee of $45,000 for service to the Trust. The Chairman of the Board is paid an annual fee
of $66,000. The trustees and Chairman may receive additional fees for special Board meetings. Each trustee is also
reimbursed for all reasonable out-of-pocket expenses incurred in connection with his duties as a trustee, including travel
and related expenses incurred in attending Board meetings. No officer of the Trust is compensated by the Trust, but
officers are reimbursed for travel and related expenses incurred in attending Board meetings held outside of Portland,
Maine.
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The following table sets forth the fees paid to each trustee by the Fund and the Trust for the fiscal year ended December

31, 2011.
Pension or Retirement
Aggregate Benefits Accrued Total
Compensation as part of Fund Compensation

Trustee from the Fund Expenses from Trust
J. Michael Parish $146 N/A $67,500
Costas Azariadis $100 N/A $46,000
James C. Cheng $100 N/A $46,000
David Tucker' $25 N/A $14,125
John Y. Keffer $0 N/A $0

' David Tucker was appointed as an Independent Trustee on September 16, 2011.
F. Investment Adviser

Services of Adviser. The Adviser serves as investment adviser to the Fund pursuant to the Advisory Agreement. Under
the Advisory Agreement, the Adviser furnishes, at its own expense, all services, facilities, and personnel necessary in
connection with managing the Fund’s investments and effecting portfolio transactions for the Fund. The Adviser may
compensate brokers or other service providers (‘“Financial Intermediaries™) out of its own assets, and not as additional
charges to the Fund, in connection with the sale and distribution of shares of the Fund and/or servicing of these shares.

Ownership of Adviser. Since June 30, 2005, Ms. Mary Lisanti, the Fund’s portfolio manager, has been the majority
owner of AH Lisanti Capital Growth, LLC. Prior to June 30, 2005, Adams Harkness Asset Management, Inc.
(“AHAM?”), another registered investment adviser, maintained an 80% equity interest in the Adviser while Ms. Mary
Lisanti, Fund’s portfolio manager, maintained a 20% equity interest. On June 30, 2005, AHAM, at the direction of its
parent corporation Adams Harkness Financial Group, Inc., transferred to Ms. Lisanti additional residual membership
interests in the Adviser increasing her equity interest to 51%.

Information Concerning Accounts Managed by Portfolio Manager. The following table provides information
regarding other accounts managed by the portfolio manager as of December 31, 2011:

Number of Other Accounts Managed Number of Accounts and Assets for Which
and Assets by Account Type Advisory Fee is Performance-Based
Other Other
Name of Registered Pooled Registered Pooled
Portfolio Investment | Investment Other Investment | Investment Other
Manager Companies Vehicles Accounts Companies Vehicles Accounts
17 accounts 2 accounts
Mary Lisanti None $243.1 million| $12.54 million None None None

Conflicts of Interest. Actual or apparent conflicts of interest may arise when a portfolio manager has day-to-day
management responsibilities with respect to a fund and other funds and/or accounts. If the Fund and other accounts have
different objectives, benchmarks, time horizons and fees, the Portfolio Manager may allocate her time and investment
ideas differently among the Fund and other accounts. Securities selected for the Fund may underperform the securities
selected for the other accounts. The Adviser has adopted certain compliance procedures, which are designed to address
these types of conflicts. However, there is no guarantee that such procedures will detect each and every situation in
which a conflict arises.

Information Concerning Compensation of Portfolio Manager. The Adviser has provided the following information
regarding Portfolio Manager compensation. For the period ended December 31, 2011, the compensation of Ms. Lisanti
is comprised of a fixed cash salary and does not depend on the Fund’s performance or the value of assets held in the
Fund’s portfolio.
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Portfolio Manager Ownership in the Fund. The Adviser has provided the following information regarding the
Portfolio Manager’s ownership in the Fund:

Dollar Range of Beneficial Ownership
in the Fund
Portfolio Manager as of December 31, 2011
Mary Lisanti None

Fees. The Adviser receives an advisory fee from the Fund at an annual rate equal to 1.00% of the Fund’s average annual
daily net assets under the terms of the Advisory Agreement. The advisory fee, if not waived, is accrued daily by the Fund
and is assessed based on average daily net assets for the prior month. The advisory fee is paid monthly based on average
daily net assets for the prior month.

In addition to receiving its advisory fee from the Fund, the Adviser may also act and be compensated as investment
manager for its clients with respect to assets that the clients invested in the Fund. If you have a separately managed
account with the Adviser with assets invested in the Fund, the Adviser will credit an amount equal to all or a portion of
the fees received by the Adviser against any investment management fee received from a shareholder.

Table 1 in Appendix B shows the dollar amount of advisory fees accrued by the Fund to the Adviser, the amount of
advisory fees waived by the Adviser and the actual advisory fees retained by the Adviser. The data provided is for the last
three fiscal years.

Advisory Agreement. The Fund’s Advisory Agreement remains in effect for a period of two years from the date of its
effectiveness, and thereafter the Advisory Agreement must be approved at least annually by the Board or by majority
vote of the shareholders, and in either case by a majority of the trustees who are not parties to the Advisory Agreement
or interested persons of any such party (other than as trustees of the Trust).

The Advisory Agreement is terminable without penalty by the Trust with respect to the Fund on 60 days’ written notice
when authorized either by vote of the Fund’s shareholders or by a majority vote of the Board, or by the Adviser on 60
days’ written notice to the Trust. The Advisory Agreement terminates immediately upon assignment. Under the Advisory
Agreement, the Adviser is not liable for any mistake of judgment or mistake of law, or any event whatsoever except for
lack of good faith or by reason of willful misfeasance, bad faith or gross negligence in the performance of its duties or
by reason of reckless disregard of its obligations and duties under the Advisory Agreement.

G. Distributor

Distribution Services. Foreside Fund Services, LLC (the “Distributor”) is the distributor (also known as principal
underwriter) of the shares of the Fund and is located at Three Canal Plaza, Suite 100, Portland, Maine 04101. The
Distributor is a registered broker-dealer and is a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”).

Under a Distribution Agreement with the Trust dated March 31, 2009, the Distributor acts as the agent of the Trust in
connection with the continuous offering of shares of the Fund. The Distributor continually distributes shares of the Fund
on a best efforts basis. The Distributor has no obligation to sell any specific quantity of Fund shares. The Distributor and
its officers have no role in determining the investment policies or which securities are to be purchased or sold by
the Trust.

The Distributor may enter into agreements with selected broker-dealers, banks or other financial intermediaries for
distribution of shares of the Fund. With respect to certain financial intermediaries and related fund ‘“supermarket”
platform arrangements, the Fund and/or the Adviser, rather than the Distributor, typically enter into such agreements.
These financial intermediaries may charge a fee for their services and may receive shareholder service or other fees from
parties other than the Distributor. These financial intermediaries may otherwise act as processing agents and are
responsible for promptly transmitting purchase, redemption and other requests to the Fund.

Investors who purchase shares through financial intermediaries will be subject to the procedures of those intermediaries
through which they purchase shares, which may include charges, investment minimums, cutoff times and other
restrictions in addition to, or different from, those listed herein. Information concerning any charges or services will be
provided to customers by the financial intermediary through which they purchase shares. Investors purchasing shares of
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the Fund through financial intermediaries should acquaint themselves with their financial intermediary’s procedures and
should read the Prospectus in conjunction with any materials and information provided by their financial intermediary.
The financial intermediary, and not its customers, will be the shareholder of record, although customers may have the
right to vote shares depending upon their arrangement with the intermediary. The Distributor does not receive
compensation from the Fund for its distribution services. The Adviser pays the Distributor a fee for certain
distribution-related services.

H. Other Fund Service Providers

Administrator, Fund Accountant, Transfer Agent, and Compliance Services. Atlantic and its subsidiaries provide
administration, fund accounting and transfer agency services to the Fund. Atlantic is a subsidiary of Forum Holdings
Corp I. John Y. Keffer, a trustee, is the Chairman of Atlantic and is also the founder and owner of Forum Holdings Corp.
I, the parent entity of Atlantic.

Pursuant to the Atlantic Services Agreement (the “Services Agreement”), the Fund pays Atlantic a bundled fee for
administration, fund accounting and transfer agency services. The Fund also pays Atlantic certain surcharges and
shareholder account fees. The fee is accrued daily by the Fund and is paid monthly based on the average net assets,
transactions and positions for the prior month.

The Services Agreement continues in effect until terminated, so long as its continuance is specifically approved or
ratified with such frequency and in such manner as required by applicable law. After an initial three-year term, the
Services Agreement is terminable with or without cause and without penalty by the Trust or by the administrator on 120
days’ written notice to the other party. The Services Agreement is also terminable for cause by the non-breaching party
on at least 60 days’ written notice to the other party, provided that such party has not cured the breach within that notice
period. Under the Services Agreement, Atlantic is not liable to the Fund or the Fund’s shareholders for any act or
omission, except for willful misfeasance, bad faith or negligence in the performance of its duties or by reason of reckless
disregard of its obligations and duties under the Services Agreement. The Services Agreement also provides that Atlantic
will not be liable to a shareholder for any loss incurred due to a NAV difference if such difference is less than or equal
to 0.5% or less than or equal to $25.00. In addition, Atlantic is not liable for the errors of others, including the companies
that supply security prices to Atlantic and the Fund.

As administrator, Atlantic administers the Fund’s operations except those that are the responsibility of any other service
provider hired by the Trust, all in such manner and to such extent as may be authorized by the Board. The administrator’s
responsibilities include, but are not limited to: (1) overseeing the performance of administrative and professional services
rendered to the Fund by others, including its custodian, transfer agent and dividend disbursing agent as well as legal,
auditing, shareholder servicing and other services performed for the Fund; (2) preparing for filing and filing certain
regulatory filings (i.e., registration statements and shareholder reports) subject to Trust counsel and/or independent
auditor oversight; (3) overseeing the preparation and filing of the Fund’s tax returns, the preparation of financial
statements and related reports to the Fund’s shareholders, the SEC and state and other securities administrators; (4)
providing the Fund with adequate general office space and facilities and providing persons suitable to the Board to serve
as officers of the Trust; (5) assisting the Adviser in monitoring Fund holdings for compliance with prospectus investment
restrictions and assisting in preparation of periodic compliance reports; and (6) with the cooperation of the Adviser, the
officers of the Trust and other relevant parties, preparing and disseminating materials for meetings of the Board.

Table 2 in Appendix B shows the dollar amount of the fees accrued by the Fund to Atlantic for administration services,
the amount of fees waived by Atlantic for administration services and the amount retained by Atlantic under the Services
Agreement. The data provided is for the last three fiscal years.

As fund accountant, Atlantic provides fund accounting services to the Fund. These services include calculating the NAV
of the Fund.

Table 3 in Appendix B shows the dollar amount of the fees accrued by the Fund to Atlantic for fund accounting services,

the amount of fees waived by Atlantic for fund accounting services and the amount retained by Atlantic under the
Services Agreement. The data provided is for the last three fiscal years.
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Atlantic Shareholder Services, LLC (the “Transfer Agent”) serves as transfer agent and distribution paying agent for the
Fund. Atlantic is registered as a transfer agent with the SEC. The Transfer Agent maintains an account for each
shareholder of record of the Fund and is responsible for processing purchase and redemption requests and paying
distributions to shareholders of record.

Atlantic provides a Principal Executive Officer, a Principal Financial Officer (collectively, “Certifying Officers”), a CCO,
and an Anti-Money Laundering Compliance Officer (“AMLCO”) to the Fund, as well as certain additional compliance
support functions (collectively, “Compliance Services”), pursuant to a Compliance Services Agreement dated June 1,
2008 (the “Compliance Services Agreement”).

For making available the CCO, the AMLCO and the Certifying Officers, and for providing the Compliance Services,
Atlantic receives a fixed fee from the Trust (allocated equally to all Trust series for which the Adviser provides
management services) and a fixed fee per Fund.

The Compliance Services Agreement continues in effect until terminated. The Compliance Services Agreement is
terminable with or without cause and without penalty by the Board or by Atlantic on 60 days’ written notice to the other
party. Notwithstanding the foregoing, the provisions of the Compliance Services Agreement related to CCO services may
be terminated at any time by the Board, effective upon written notice to the CCO and Certifying Officers, without the
payment of any penalty.

Under the Compliance Services Agreement: (1) Atlantic is not liable to the Fund or the Fund’s shareholders for any act
or omission, and (2) Atlantic and certain related parties (“Atlantic Indemnitees”) are indemnified by the Fund against any
and all claims and expenses related to an Atlantic Indemnitee’s actions or omissions, except, with respect to clauses (1)
and (2), for willful misfeasance, bad faith or negligence in the performance of Atlantic’s duties or by reason of reckless
disregard of its obligations and duties under the Compliance Services Agreement.

Table 4 in Appendix B shows the dollar amount of the fees accrued by the Fund to Atlantic for Compliance Services, the
amount of the fee waived by Atlantic and the actual fees retained by Atlantic. The data provided is for the last three fiscal
years.

Custodian. Union Bank, N.A. is the “Custodian” for the Fund and safeguards and controls the Fund’s cash and
securities, determines income and collects interest on Fund investments. The Custodian may employ subcustodians to
provide custody of the Fund’s domestic and foreign assets. The Custodian is located at 350 California Street, 6th Floor,
San Francisco, California 94104.

Legal Counsel. K&L Gates LLP, 1601 K Street, N.W., Washington, D.C. 20006, serves as legal counsel to the Trust.
Independent Registered Public Accounting Firm. BBD, LLP (“BBD”), 1835 Market Street, 26th Floor, Philadelphia,
Pennsylvania 19103, is the independent registered public accounting firm for the Fund, providing audit and tax services.

BBD audits the annual financial statements of the Fund and provides the Fund with an audit opinion. BBD also reviews
certain regulatory filings of the Fund.
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PORTFOLIO TRANSACTIONS

A. How Securities are Purchased and Sold

Purchases and sales of portfolio securities that are fixed-income securities (for instance, money market instruments and
bonds, notes and bills) usually are principal transactions. In a principal transaction, the party from whom the Fund
purchases or to whom the Fund sells is acting on its own behalf (and not as the agent of some other party such as its
customers). These securities normally are purchased directly from the issuer or from an underwriter or market maker for
the securities. There usually are no brokerage commissions paid for these securities.

Purchases and sales of portfolio securities that are equity securities (for instance, common stock and preferred stock) are
generally effected if: (1) the security is traded on an exchange, through brokers that charge commissions; and (2) the
security is traded in the over-the-counter markets, in a principal transaction directly from a market maker. In transactions
on stock exchanges, commissions are negotiated.

When transactions are executed in an over-the-counter market, the Adviser will seek to deal with the primary market
makers, but when necessary in order to obtain best execution, the Adviser will utilize the services of others.

The price of securities purchased from underwriters includes a disclosed fixed commission or concession paid by the
issuer to the underwriter, and prices of securities purchased from dealers serving as market makers reflects the spread
between the bid and asked price.

In the case of fixed-income and equity securities traded in the over-the-counter markets, there is generally no stated
commission, but the price usually includes an undisclosed commission or markup.

B. Commissions Paid

Table 5 in Appendix B shows the dollar amount of the aggregate brokerage commissions paid by the Fund; the amount
of commissions paid to an affiliate of the Fund, Adviser or Distributor; the percentage of brokerage commissions paid to
an affiliate of the Fund, Adviser or Distributor; and the percentage of transactions executed by an affiliate of the Fund,
Adpviser or Distributor. The data provided is for the last three fiscal years.

C. Adyviser Responsibility for Purchases and Sales and Choosing Broker-Dealers

The Adviser places orders for the purchase and sale of securities with broker-dealers selected by and at the discretion of
the Adviser. The Fund does not have any obligation to deal with a specific broker or dealer in the execution of portfolio
transactions. Allocations of transactions to brokers and dealers and the frequency of transactions are determined by the
Adviser in its best judgment and in a manner deemed to be in the best interest of the Fund rather than by any formula.

The Adviser seeks “best execution” for all portfolio transactions. This means that the Adviser seeks the most favorable
price and execution available. The Fund may not always pay the lowest commission or spread available. Rather, in
determining the amount of commissions (including certain dealer spreads) paid in connection with securities
transactions, the Adviser takes into account factors such as size of the order, difficulty of execution, efficiency of the
executing broker’s facilities (including the research services described below) and any risk assumed by the executing
broker. The Adviser may also utilize a broker and pay a higher commission if, for example, the broker has specific
expertise in a particular type of transaction (due to factors such as size or difficulty), or it is efficient in trade execution.

The Adviser may also give consideration to research services furnished by brokers to the Adviser and may cause the
Fund to pay these brokers a higher amount of commission than may be charged by other brokers. This research may
include reports that are common in the industry such as industry research reports and periodicals, quotation systems,
software for portfolio management and formal databases. Typically, the research will be used to service the Adviser’s
accounts, and therefore the commission dollars spent for research benefit the Adviser’s clients and the Fund’s investors,
although a particular client may not benefit from all the research received on each occasion. The Adviser’s fees are not
reduced by reason of the Adviser’s receipt of research services.

Table 6 in Appendix B lists each broker to which the Fund directed brokerage in return for research services, the amount
of transactions so directed and the amount of commissions earned by the broker therefrom during the past fiscal year.
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D. Counterparty Risk

The Adviser monitors the creditworthiness of counterparties to the Fund’s transactions and intends to enter into a
transaction only when it believes that the counterparty presents appropriate credit risks.

E. Other Accounts of the Adviser

Investment decisions for the Fund are made independently from those for any other account or investment company that
is or may in the future become advised by the Adviser or its affiliates. Investment decisions are the product of many
factors, including basic suitability for the particular client involved. Likewise, a particular security may be bought or sold
for certain clients even though it could have been bought or sold for other clients at the same time. Likewise, a particular
security may be bought for one or more clients when one or more clients are selling the security. In some instances, with
required consents, one client may sell a particular security to another client. In addition, two or more clients may
simultaneously purchase or sell the same security, in which event each day’s transactions in such security are, insofar as
is possible, averaged as to price and allocated between such clients in a manner which, in the Adviser’s opinion, is in the
best interest of the affected accounts and is equitable to each and in accordance with the amount being purchased or sold
by each. There may be circumstances when purchases or sales of a portfolio security for one client could have an adverse
effect on another client that has a position in that security. In addition, when purchases or sales of the same security for
the Fund and other client accounts managed by the Adviser occur contemporaneously, the purchase or sale orders may
be aggregated in order to obtain any price advantages available to large denomination purchases or sales.

F. Portfolio Turnover

The frequency of portfolio transactions of the Fund (the portfolio turnover rate) will vary from year to year depending
on many factors. From time to time, the Fund may engage in active short-term trading to take advantage of price
movements affecting individual issues, groups of issues or markets. An annual portfolio turnover rate of 100% would
occur if all the securities in the Fund were replaced once in a period of one year. Higher portfolio turnover rates may
result in increased brokerage costs to the Fund and a possible increase in short-term capital gains (taxable to shareholders
as ordinary income when distributed to them) or losses.

Portfolio turnover rate is defined under the rules of the SEC as the value of the securities purchased or securities sold,
excluding all securities whose maturities at time of acquisition were one year or less, divided by the average monthly
value of such securities owned during the year. Based on this definition, instruments with remaining maturities of less
than one year, including options and futures contracts in which the Fund invests, are excluded from the calculation of
portfolio turnover rate.

G. Securities of Regular Broker-Dealers

From time to time the Fund may acquire and hold securities issued by its “regular brokers and dealers” or the parents of
those brokers and dealers. For this purpose, regular brokers and dealers are the ten brokers or dealers that: (1) received
the greatest amount of brokerage commissions during the Fund’s last fiscal year; (2) engaged in the largest amount of
principal transactions for portfolio transactions of the Fund during the Fund’s last fiscal year; or (3) sold the largest
amount of the Fund’s shares during the Fund’s last fiscal year.

Table 7 in Appendix B lists the regular brokers and dealers of the Fund whose securities (or the securities of the parent
company) were acquired during the past fiscal year and the aggregate value of the Fund’s holdings of those securities as
of the Fund’s most recent fiscal year ended December 31, 2011.

H. Portfolio Holdings

Portfolio holdings as of the end of the Fund’s annual and semi-annual fiscal periods are reported to the SEC on Form
N-CSR within 10 days of the mailing of the annual or semi-annual report (typically no later than 70 days after the end
of each period). Portfolio holdings as of the end of the first and third fiscal quarters are reported to the SEC on Form N-Q
within 60 days after the end of such period. You may request a copy of the Fund’s latest semi-annual report to
shareholders or a copy of the Fund’s latest Form N-Q which contains the Fund’s portfolio holdings by contacting the
Transfer Agent at the address or phone number listed on the cover of this SAI. You may also obtain a copy of the Fund’s
latest Form N-CSR and Form N-Q by accessing the SEC’s website at www.sec.gov.
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In addition, the Adviser may make publicly available, on a quarterly basis, information regarding the Fund’s portfolio
holdings through the Fund’s website. The Fund’s top ten holdings information is released no later than 10 days after the
quarter ends. The Fund’s full portfolio holdings information is released no earlier than 30 days after the quarter ends.

The Fund’s nonpublic portfolio holdings information is received by certain service providers in advance of public release
in the course of performing or enabling them to perform the contractual or fiduciary duties necessary for the Fund’s
operations that the Fund has retained them to perform. The Adviser to the Fund has regular and continuous access to the
Fund’s portfolio holdings. In addition, the Administrator, the Custodian, the Distributor, and the Fund Accountant, as
well as independent auditors, proxy voting services, mailing services, and financial printers may have access to the
Fund’s nonpublic portfolio holdings information on an ongoing basis. The trustees, Trust’s officers, legal counsel to the
Trust and to the Independent Trustees, and the Fund’s independent registered public accounting firm may receive such
information on an as needed basis.

From time to time, nonpublic information regarding the Fund’s portfolio holdings may also be disclosed to certain
mutual fund consultants, analysts and rating/ranking entities, or other entities or persons (“Recipients”) that have a
legitimate business purpose in receiving such information. Any disclosure of information more current than the latest
publicly available portfolio holdings information will be made only if a Trust officer determines that: (1) the more
current information is necessary for a Recipient to complete a specified task; (2) the Fund has legitimate business
purposes for disclosing the information; and (3) the disclosure is in the best interests of the Fund and its shareholders.
Any Recipient, other than a ratings or ranking organization, receiving such information shall agree in writing to: (1) keep
the information confidential; (2) use it only for agreed-upon purposes; and (3) not trade or advise others to trade
securities, including shares of the Fund, on the basis of the information. Such confidentiality agreements entered into for
the receipt of nonpublic information shall also provide, among other things, that the Recipient: (1) will limit access to the
information to its employees and agents who are obligated to keep and treat such information as confidential; (2) assume
responsibility for any breach of the terms of the confidentiality agreement by its employees; and (3) upon request from
the Trust, will return or promptly destroy the information. Any Recipient that is a ratings or ranking organization
receiving such information must have in place control mechanisms to reasonably ensure or otherwise agree that: (1) the
holdings information will be kept confidential; (2) no employee shall use the information to effect trading or for their
personal benefit; and (3) the nature and type of information that any employee, in turn, may disclose to third-parties is
limited. The Trust officer shall report to the Board at its next regularly scheduled Board meeting the entering into of an
agreement with a Recipient for the disclosure of nonpublic portfolio holdings information and shall include in the report
the Trust officer’s reasons for determining to permit such disclosure.

No compensation is received by the Fund, nor, to the Fund’s knowledge, paid to its Adviser or any other party in
connection with the disclosure of the Fund’s portfolio holdings. The codes of ethics of the Trust and the Adviser are
intended to address, among other things, potential conflicts of interest arising from the misuse of information concerning
the Fund’s portfolio holdings. In addition, the Fund’s service providers may be subject to confidentiality provisions
contained within their service agreements, codes of ethics, professional codes, or other similar policies that address
conflicts of interest arising from the misuse of such information.

The Fund’s portfolio holdings disclosure policy is subject to review by the Fund’s CCO who will report the results of
such review at least annually to the Board. Any identified conflict between the interests of shareholders and those of
another party resulting from the disclosure of nonpublic portfolio holdings information will be reported to the Board for
appropriate action.

There is no assurance that the Fund’s portfolio holdings disclosure policy will protect the Fund against potential misuse
of holdings information by individuals or firms in possession of that information.
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PURCHASE AND REDEMPTION INFORMATION

A. General Information
You may effect purchases or redemptions or request any shareholder privilege by contacting the Transfer Agent.

The Fund accepts orders for the purchase or redemption of shares of the Fund on any weekday except days when the
New York Stock Exchange (“NYSE”) is closed. Under unusual circumstances, the Fund may accept orders when the
NYSE is closed if deemed appropriate by the Trust’s officers.

The shares of the Fund may not be available for sale in the state in which you reside. Please check with your investment
professional to determine the Fund’s availability.

B. Additional Purchase Information
Shares of the Fund are offered on a continuous basis by the Distributor.
The Fund reserves the right to refuse any purchase request.

Fund shares are normally issued for cash only. In the Adviser’s discretion, however, the Fund may accept portfolio
securities that meet the investment objective and policies of the Fund as payment for Fund shares. The Fund will only
accept securities that: (1) are not restricted as to transfer by law and are not illiquid; and (2) have a value that is readily
ascertainable (and not established only by valuation procedures).

IRAs. All contributions into an IRA through the automatic investing service are treated as IRA contributions made
during the year the contribution is received.

UGMAs/UTMAs. If the custodian’s name is not in the account registration of a gift or transfer to minor
(“UGMA/UTMA”) account, the custodian must provide instructions in a manner indicating custodial capacity.

C. Additional Redemption Information
You may redeem Fund shares at NAV.

The Fund may redeem shares involuntarily: (1) to reimburse the Fund for any loss sustained by reason of the failure of
a shareholder to make full payment for shares purchased by the shareholder; or (2) to collect any charge relating to
transactions effected for the benefit of a shareholder that is applicable to the Fund’s shares as provided in the Prospectus.

Suspension of Right of Redemption. The right of redemption may not be suspended, except for any period during
which: (1) the NYSE is closed (other than customary weekend and holiday closings) or during which the SEC
determines that trading thereon is restricted; (2) an emergency (as determined by the SEC) exists as a result of which
disposal by the Fund of its securities is not reasonably practicable or as a result of which it is not reasonably practicable
for the Fund fairly to determine the value of its net assets; or (3) the SEC has entered a suspension order permit for the
protection of the shareholders of the Fund.

Redemption in Kind. Redemption proceeds normally are paid in cash. If deemed appropriate and advisable by the
Adpviser, the Fund may satisfy a redemption request from a shareholder by distributing portfolio securities pursuant to
procedures adopted by the Board. The Trust has filed an election with the SEC pursuant to which the Fund may effect
a redemption in portfolio securities only if the particular shareholder is redeeming more than $250,000 or 1% of the
Fund’s total net assets, whichever is less, during any 90-day period.

NAYV Determination. In determining the NAV of the Fund, securities for which market quotations are readily available
are valued at current market value using the valuation price provided by an independent pricing service. If no sales price
is reported, the mean of the last bid and ask price is used. If market quotations are not readily available, then securities
are valued at fair value as determined by the Board (or its delegate).

Distributions. Distributions of net investment income will be reinvested at the NAV of the Fund (unless you elect to
receive distributions in cash) as of the last day of the period with respect to which the distribution is paid. Distributions
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of capital gains will be reinvested at the NAV of the Fund (unless you elect to receive distributions in cash) on the
payment date for the distribution. Cash payments may be made more than seven days following the date on which
distributions would otherwise be reinvested.
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TAXATION

The tax information set forth in the Prospectus and in this section relates solely to federal tax law and assumes that the
Fund qualifies for treatment as a regulated investment company under the law (as discussed below). This information is
only a summary of certain key federal income tax considerations affecting the Fund and its shareholders and is in
addition to the information provided in the Prospectus. No attempt has been made to present a complete explanation of
the federal tax treatment of the Fund or the tax implications to shareholders. The discussions here and in the Prospectus
are not intended as substitutes for careful tax planning.

This “Taxation” section is based on the Internal Revenue Code of 1986, as amended (the “Code”), including the
regulations thereunder and, Internal Revenue Service (“IRS”) interpretations and similar authority on which the Fund
may rely, all as in effect on the date hereof, as well as court decisions through that date. Future legislative or regulatory
changes or court decisions may significantly change the tax rules applicable to the Fund and its shareholders. Any of
these changes or court decisions may have a retroactive effect.

All investors should consult their own tax advisor as to the federal, state, local, and foreign tax provisions applicable
to them.

A. Qualification for Treatment as a Regulated Investment Company

The Fund intends, for each taxable year, to continue to qualify for treatment as a “regulated investment company” under
the Code. This qualification does not involve governmental supervision of management or investment practices or
policies of the Fund.

The taxable year-end of the Fund is December 31, which is the same as the Fund’s fiscal year-end.

Meaning of Qualification. As a regulated investment company, the Fund will not be subject to federal income tax on the
portion of its investment company taxable income (that is, taxable interest, dividends, the excess of net short-term capital
gain over net long-term capital loss, net gains and losses from certain foreign currency transactions and other taxable
ordinary income, net of expenses) and net capital gain (that is, the excess of net long-term capital gain over net
short-term capital loss) that it distributes to shareholders. In order to qualify to be taxed as a regulated investment
company for a taxable year, the Fund must satisfy the following requirements, among others:

e The Fund must distribute at least 90% of its investment company taxable income for the taxable year
(“Distribution Requirement”). Certain distributions made by the Fund after the close of its taxable year
are considered distributions attributable to that taxable year for purposes of satisfying this requirement.

e The Fund must derive at least 90% of its gross income for each taxable year from: (1) dividends,
interest, payments with respect to securities loans, and gains from the sale or other disposition of
securities or foreign currencies, or other income (including gains from options, futures or forward
contracts) derived from its business of investing in securities or those currencies (“Gross Income
Requirement”); and (2) net income from an interest in a qualified publicly traded partnership
(“QPTP”). A QPTP is defined as a “publicly traded partnership” (generally, a partnership the interests
in which are “traded on an established securities market” or are “readily tradable on a secondary
market (or the substantial equivalent thereof)”) that derives less than 90% of its gross income from
dividends, interest, and other income described in clause (1) above.

e The Fund must satisfy the following asset diversification tests at the close of each quarter of its taxable
year: (1) at least 50% of the value of its total assets must consist of cash and cash items, government
securities, securities of other regulated investment companies, and securities of other issuers, (with
these other securities limited, in respect of any one issuer, to an amount that does not exceed 5% of the
value of the Fund’s total assets and that does not represent more than 10% of the issuer’s outstanding
voting securities, equity securities of a QPTP being considered voting securities for these purposes);
and (2) no more than 25% of the value of its total assets may be invested in (a) the securities of any
one issuer (other than government securities and securities of other regulated investment
companies), (b) the securities (other than securities of other regulated investment companies) of two or
more issuers that the Fund controls and that are engaged in the same, similar, or related trades or
businesses, or (c¢) the securities of one or more QPTPs.
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Failure to Qualify. If for any taxable year the Fund does not qualify for treatment as a regulated investment company,
all of its taxable income (including its net capital gain) would be subject to tax at regular corporate rates without any
deduction for dividends paid to shareholders, and the dividends would be taxable to the shareholders as ordinary income
to the extent of the Fund’s current and accumulated earnings and profits (except that, for individual shareholders, the part
thereof that is “qualified dividend income,” as described below would be subject to federal income tax at the rate for net
capital gain - a maximum of 15% for taxable years beginning in 2012, and those dividends would be eligible for the
dividends-received deduction available to corporations under certain circumstances). Furthermore, the Fund could be
required to recognize unrealized gains, pay substantial taxes and interest, and make substantial distributions before
requalifying for regulated investment company treatment.

Failure to qualify for treatment as a regulated investment company would thus have a negative impact on the Fund’s
after-tax performance. It is possible that the Fund will not qualify as a regulated investment company in any given
taxable year.

If the Fund fails to satisfy the Gross Income Requirement for any taxable year, it nevertheless will be considered to have
satisfied that requirement for that year if, among other things, the failure “is due to reasonable cause and not due to
willful neglect” and the Fund pays a tax in an amount equal to the excess of its gross income that is not qualifying
income for purposes of that requirement over 1/9 of its gross income that is such qualifying income.

If the Fund fails to satisfy either Diversification Requirement at the close of any quarter of its taxable year by reason of
a discrepancy existing immediately after its acquisition of any security that is wholly or partly the result of that
acquisition during that quarter, it will not lose its status for that quarter as a regulated investment company if the
discrepancy is eliminated within 30 days after the quarter’s close. If the Fund fails to satisfy either of the Diversification
Requirements (other than a “de minimis” failure, as defined in the Code) for a quarter and the preceding sentence does
not apply, it nevertheless will be considered to have satisfied those requirements for that quarter if, among other things,
the failure “is due to reasonable cause and not due to willful neglect” and the Fund disposes of the assets that caused the
failure within six months after the last day of the quarter in which it identifies the failure in the manner to be prescribed
by the IRS; in that case, the Fund will also be liable for a tax equal to the greater of $50,000 or the amount determined
by multiplying the net income generated by those assets for the period from the date the failure occurs to the date of
disposition thereof by the highest rate of tax applicable to corporations (currently 35%).

B. Fund Distributions

The Fund anticipates distributing substantially all of its investment company taxable income for each taxable year. These
distributions will be taxable to a shareholder as ordinary income. A portion of these distributions may qualify for the 70%
dividends-received deduction for corporate shareholders.

A portion of the Fund’s distributions may be treated as “qualified dividend income,” taxable to individuals at a maximum
federal tax rate of 15% (0% for individuals in lower tax brackets) if paid (or deemed paid) by the end of 2012. A
distribution is treated as qualified dividend income by a shareholder to the extent that (1) the Fund receives dividend
income from taxable domestic corporations and certain qualified foreign corporations, provided that holding period and
certain other requirements are met, and (2) the shareholder meets those requirements with respect to Fund shares on
which the distribution is paid. To the extent that the Fund’s distributions are attributable to other sources, such as interest
or capital gains, the distributions will not be treated as qualified dividend income. The Fund’s distributions of dividends
that it receives from real estate investment trusts generally will not constitute qualified dividend income.

The Fund anticipates distributing substantially all of its net capital gain (after reduction for any capital loss carryovers,
i.e., unutilized capital losses from prior taxable years) for each taxable year. These distributions generally will be made
only once a year, usually in December, but the Fund may make additional distributions of net capital gain at any time
during the year. These distributions will be taxable to a shareholder as long-term capital gains, regardless of how long the
shares have been held. These distributions will not qualify for the dividends-received deduction or as qualified dividend
income.

The Fund may have capital loss carryovers for a taxable year. Capital loss carryovers (which can be used for up to eight
years if they arose in taxable years that began before December 31, 2010) may be used to offset any current capital gain
(whether short-term or long-term). For subsequent taxable years, capital loss will not expire, and capital loss carryovers
from these later years will be used before capital loss carryovers from prior years. All capital loss carryovers are listed
in the Fund’s financial statements. Any such losses may not be carried back.
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Distributions by the Fund that do not constitute ordinary income dividends or capital gain dividends will be treated as a
return of capital. Return of capital distributions reduce the shareholder’s tax basis of shares and are treated as gain from
the sale of the shares to the extent the basis would be reduced below zero.

All distributions by the Fund will be treated in the manner described above regardless of whether the distribution is paid
in cash or reinvested in additional shares of the Fund (or of another fund). If the shareholder receives a distribution in
the form of a reinvestment in additional shares, the shareholder will be treated as receiving a distribution in an amount
equal to the fair market value of the shares received, determined as of the reinvestment date.

When a shareholder purchases shares, their NAV may reflect undistributed net investment income, recognized net capital
gain or unrealized appreciation in the value of the assets of the Fund. A distribution of that income or gain (including
gain from realizing all or part of that appreciation) will be taxable to you in the manner described above, although the
distribution economically constitutes a partial return of capital to the shareholder.

Ordinarily, a shareholder is required to take distributions by the Fund into income in the year in which they are made.
A distribution declared in October, November or December of any year and payable to shareholders of record on a
specified date in those months, however, is deemed to be paid by the Fund and received by you on December 31 of that
year if the distribution is paid in January of the following year.

The Fund will send information annually to its shareholders regarding the federal income tax status of distributions made
(or deemed made) during the year.

The Health Care Reform and Education Reconciliation Act of 2010 requires an individual to pay a 3.8% tax on the lesser
of (1) the individual’s “net investment income,” which generally includes dividends, interest and net gains from the
disposition of investment property (including dividends and capital gain distributions the Fund pays), or (2) the excess
of the individual’s “modified adjusted gross income” over a threshold amount ($250,000 for married persons filing
jointly and $200,000 for single taxpayers), for taxable years beginning after December 31, 2012. This tax is in addition
to any other taxes due on that income. A similar tax will apply for those years to estates and trusts. Shareholders should
consult their tax advisors regarding the effect, if any, this provision may have on their investment in Fund shares.

C. Certain Tax Rules Applicable to Fund Transactions

Investments in Derivatives. When a put or call option purchased by the Fund expires unexercised, the premium it paid
gives rise to short-term or long-term capital loss at the time of expiration (depending on the length of the exercise period
for the option). When a put or call option written by the Fund expires unexercised, the premium it received gives rise to
short-term capital gain at the time of expiration. When the Fund exercises a call option, the purchase price of the
underlying security is increased by the amount of the premium it paid for the option. When the Fund exercises a put
option, the proceeds from the sale of the underlying security are decreased by the premium paid for the option. When a
put or call option written by the Fund is exercised, the purchase price (or the selling price in the case of a call) of the
underlying security is decreased (or increased in the case of a call) for tax purposes by the premium received.

Some futures contracts, foreign currency contracts, and “nonequity” options (i.e., certain listed options, such as those on
a “broad-based” securities index) -- except any ‘“‘securities futures contract” that is not a “dealer securities futures
contract” (both as defined in the Code) and any interest rate swap, currency swap, basis swap, interest rate cap, interest
rate floor, commodity swap, equity swap, equity index swap, credit default swap, or similar agreement -- in which the
Fund invests may be subject to Code section 1256 (“Section 1256 contracts”). Any Section 1256 contracts the Fund
holds at the end of its taxable year (and generally for purposes of the Excise Tax, on October 31 of each year) must be
“marked to market” (that is, treated as having been sold at that time for their fair market value) for federal tax purposes,
with the result that unrealized gains or losses will be treated as though they were realized. Sixty percent of any net gain
or loss recognized on these deemed sales, and 60% of any net realized gain or loss from any actual sales of Section 1256
contracts, will be treated as long-term capital gain or loss, and the balance will be treated as short-term capital gain or
loss; however, certain foreign currency gains or losses arising from Section 1256 contracts will be treated as ordinary
income or loss. These rules may operate to increase the amount that the Fund must distribute to satisfy the Distribution
Requirement (i.e., with respect to the portion treated as short-term capital gain, which will be includible in investment
company taxable income and thus taxable to its shareholders as ordinary income when distributed to them), and to
increase the net capital gain the Fund recognizes, even though the Fund may not have closed the transactions and
received cash to pay the distributions. The Fund may elect not to have the foregoing rules apply to any “mixed straddle”
(that is, a straddle, which the Fund clearly identifies in accordance with applicable regulations, at least one (but not all)
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of the positions of which are Section 1256 contracts), although doing so may have the effect of increasing the relative
proportion of short-term capital gain (distributions of which are taxable to its shareholders as ordinary income) and thus
increasing the amount of dividends it must distribute.

Any option, futures contract, forward contract or other position entered into or held by the Fund in conjunction with any
other position held by it may constitute a “straddle” for federal income tax purposes. In general, straddles are subject to
certain rules that may affect the amount, character and timing of the Fund’s gains and losses with respect to straddle
positions by requiring, among other things, that: (1) any loss realized on disposition of one position of a straddle may not
be recognized to the extent that the Fund has unrealized gains with respect to the other positions in such straddle; (2) the
Fund’s holding period in straddle positions be suspended while the straddle exists (possibly resulting in a gain being
treated as short-term capital gain rather than long-term capital gain); (3) the losses recognized with respect to certain
straddle positions that are part of a mixed straddle and which are non-Section 1256 contracts be treated as 60% long-term
and 40% short-term capital loss; and (4) losses recognized with respect to certain straddle positions that would otherwise
constitute short-term capital losses be treated as long-term capital losses. In addition, the deduction of interest and
carrying charges attributable to certain straddle positions may be deferred. Various elections are available to the Fund,
which may mitigate the effects of the straddle rules, particularly with respect to mixed straddles. In general, the straddle
rules described above do not apply to any straddles held by the Fund if all of the offsetting positions consist of Section
1256 contracts.

Investments in Foreign Currencies and Securities. Gains or losses attributable to fluctuations in exchange rates that
occur between the time that the Fund accrues interest, dividends or other receivables or accrues expenses or other
liabilities denominated in a foreign currency and the time that the Fund actually collects such receivables or pays such
liabilities are treated as ordinary income or ordinary losses. Similarly, gains or losses from the disposition of foreign
currencies, from the disposition of fixed-income securities denominated in a foreign currency or from the disposition of
a forward contract denominated in a foreign currency that are attributable to fluctuations in the value of the foreign
currency between the date of acquisition of the asset and the date of disposition also are treated as ordinary income or
ordinary losses. These gains or losses increase or decrease the amount of the Fund’s investment company taxable income
available to be distributed to its shareholders as ordinary income, rather than increasing or decreasing the amount of the
Fund’s net capital gain.

If the Fund owns shares in a foreign corporation that constitutes a “passive foreign investment company” (a “PFIC”) for
federal income tax purposes and the Fund does not elect to treat the foreign corporation as a “qualified electing fund” the
Fund may be subject to federal income taxation on a portion of any “excess distribution” it receives from the PFIC or
any gain it derives from the disposition of such shares, even if such income is distributed as a taxable dividend by the
Fund to its shareholders. The Fund may also be subject to additional interest charges in respect of deferred taxes arising
from such distributions or gains. Any tax paid by the Fund as a result of its ownership of shares in a PFIC will not give
rise to any deduction or credit to the Fund or to any shareholder. A PFIC means any foreign corporation (with certain
exceptions) if, for the taxable year involved, either: (1) it derives at least 75% of its gross income from “passive income”
(including interest, dividends, royalties, rents and annuities); or (2) on average, at least 50% of the value (or adjusted tax
basis, if elected) of the assets held by the corporation produce “passive income.”

The Fund could elect to mark-to-market stock in a PFIC. Under such an election, the Fund would include in gross
income (and treat as ordinary income) each taxable year an amount equal to the excess, if any, of the fair market value
of the PFIC stock as of the close of the taxable year over the Fund’s adjusted basis in the PFIC stock. The Fund would
be allowed a deduction for the excess, if any, of the adjusted basis of the PFIC stock over the fair market value of the
PFIC stock as of the close of the taxable year, but only to the extent of any net mark-to-market gains included by the
Fund for prior taxable years. The Fund’s adjusted basis in the PFIC stock would be adjusted to reflect the amounts
included in, or deducted from, income under this election. Amounts included in income pursuant to this election, as well
as gain realized on the sale or other disposition of the PFIC stock, would be treated as ordinary income. The deductible
portion of any mark-to-market loss, as well as loss realized on the sale or other disposition of the PFIC stock to the
extent that such loss does not exceed the net mark-to-market gains previously included by the Fund, would be treated as
ordinary loss. The Fund generally would not be subject to the deferred tax and interest charge provisions discussed above
with respect to PFIC stock for which a mark-to-market election has been made.

If the Fund purchases shares in a PFIC and elects to treat the PFIC as a “qualified electing fund,” the Fund may be

required to include in its income each year a portion of the ordinary income and net capital gains of the PFIC, even if
this income is not distributed to the Fund. Any such income would be subject to the Distribution Requirement and
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calendar year Excise Tax distribution requirement described below. In most instances it will be very difficult, if not
impossible, to make this election because some of the information required to make this election may not be easily
obtainable.

Investors should be aware that the Fund may not be able, at the time it acquires a foreign corporation’s shares, to
ascertain whether the corporation is a PFIC and that a foreign corporation may become a PFIC after the Fund acquires
shares therein. While the Fund generally will seek not to invest in PFIC shares to avoid the tax consequences detailed
above, there are no guarantees that it will be able to do so and it reserves the right to make such investments as a matter
of its investment policy.

The Fund’s distributions of income from any PFICs will not be eligible for the 15% maximum federal income tax rate
on individuals’ “qualified dividend income” described above.

D. Federal Excise Tax

A 4% non-deductible federal excise tax (“Excise Tax) is imposed on a regulated investment company that fails to
distribute in each calendar year an amount equal to at least: (1) 98.0% of its ordinary taxable income for the year; and
(2) 98.2% of its capital gain net income for the one-year period ended on October 31 of the year. The balance of the
Fund’s income must be distributed during the next calendar year. The Fund will be treated as having distributed any
amount on which it is subject to income tax for any taxable year ending in the calendar year.

For purposes of calculating the Excise Tax, the Fund: (1) reduces its capital gain net income (but not below its net capital
gain) by the amount of any net ordinary loss for the calendar year; and (2) excludes foreign currency gains and losses
incurred after October 31 of any year in determining the amount of ordinary taxable income for the current calendar year.
The Fund will include foreign currency gains and losses incurred after October 31 in determining ordinary income for
the succeeding calendar year.

The Fund intends to make sufficient distributions of its taxable income and capital gain net income prior to the end of
each calendar year to avoid liability for the Excise Tax. Shareholders should note, however, that the Fund may in certain
circumstances be required to liquidate portfolio investments to make sufficient distributions to avoid Excise Tax liability.

E. Redemption of Shares

In general, you will recognize gain or loss on redemption of shares of the Fund in an amount equal to the difference
between the proceeds of the redemption and your adjusted tax basis in the shares. All or a portion of any loss so
recognized may be disallowed if you purchase the Fund’s shares (for example, by reinvesting dividends) within 30 days
before or after the redemption (i.e., a wash sale). If disallowed, the loss will be reflected in an upward adjustment to the
basis of the shares purchased. In general, any gain or loss arising from the redemption of shares of the Fund will be
considered as a capital gain or loss and will be long-term capital gain or loss if the shares were held for longer than one
year. Any capital loss arising from the redemption of shares held for six months or less, however, will be treated as a
long-term capital loss to the extent of the amount of distributions of net capital gain, if any, received on such shares. In
determining the holding period of such shares for this purpose, any period during which your risk of loss is offset by
means of options, short sales or similar transactions is not counted. Capital losses in any year are deductible only to the
extent of capital gains plus, in the case of a non-corporate taxpayer, $3,000 of ordinary income.

F. State and Local Taxes

The tax rules of the various states and their local jurisdictions with respect to an investment in the Fund can differ from
the federal income tax rules described above. These state and local rules are not discussed herein. You are urged to
consult your tax advisor as to the consequences of state and local tax rules with respect to an investment in the Fund.

G. Foreign Income Tax

Investment income received by the Fund from sources within foreign countries and gains that it realizes on the
disposition of foreign securities may be subject to foreign income taxes withheld at the source. The United States has
entered into tax treaties with many foreign countries that may entitle the Fund to a reduced rate of such taxes or
exemption from taxes on such income. It is impossible to know the effective rate of foreign tax in advance since the
amount of the Fund’s assets to be invested within various countries cannot be determined.
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If more than 50% of the value of the Fund’s total assets at the close of its taxable year consists of stocks or securities of
foreign issuers, the Fund will be eligible and intends to file an election with the IRS to pass through to its shareholders
the amount of foreign taxes paid by the Fund. However, there can be no assurance that the Fund will be able to do so.
Pursuant to this election, each shareholder will be required to: (1) include in gross income (in addition to taxable
dividends actually received) the pro rata share of foreign taxes paid by the Fund; (2) treat the pro rata share of such
foreign taxes as having been paid by the shareholder; and (3) either treat such foreign taxes as a credit against federal
income tax or deduct such pro rata share of foreign taxes in computing the taxable income. A shareholder may be subject
to rules which limit or reduce the ability to fully deduct or claim a credit for the pro rata share of the foreign taxes paid
by the Fund.
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OTHER MATTERS

A. The Trust and Its Shareholders

General Information. The Fund is a separate series of the Trust. The Trust is an open-end investment management
company organized under Delaware law as a statutory trust on August 29, 1995. On January 5, 1996, the Trust succeeded
to the assets and liabilities of Forum Funds, Inc. The Trust’s trust instrument (the “Trust Instrument”) permits the Trust
to offer separate series (“funds”) of shares of beneficial interest (“shares”). The Trust reserves the right to create and
issue shares of additional funds. The Trust and each fund will continue indefinitely until terminated. Each fund is a
separate mutual fund, and each share of each fund represents an equal proportionate interest in that fund. All
consideration received by the Trust for shares of any fund and all assets of such fund belong solely to that fund and
would be subject to liabilities related thereto. The other funds of the Trust are described in one or more separate
Statements of Additional Information.

Shareholder Voting and Other Rights. Each share of a fund and each class of shares has equal dividend, distribution,
liquidation and voting rights. Fractional shares have those rights proportionately, except that expenses related to the
distribution of shares of each fund or class (and certain other expenses such as transfer agency, shareholder service and
administration expenses) are borne solely by those shares. Each fund or class votes separately with respect to the
provisions of any Rule 12b-1 plan which pertains to the fund or class and other matters for which separate fund or class
voting is appropriate under applicable law. Generally, shares will be voted separately by each fund except if: (1) the 1940
Act requires shares to be voted in the aggregate and not by individual funds; or (2) the Board determines that the matter
affects more than one fund and all affected funds must vote. The Board may also determine that a matter only affects
certain funds or classes of the Trust and thus that only those funds or classes are entitled to vote on the matter. Delaware
law does not require the Trust to hold annual meetings of shareholders, and it is anticipated that shareholder meetings
will be held only when specifically required by federal or state law. There are no conversion or preemptive rights in
connection with shares of the Trust.

All shares, when issued in accordance with the terms of the offering, will be fully paid and non-assessable.

A shareholder in a fund is entitled to the shareholder’s pro rata share of all distributions arising from that fund’s assets
and, upon redeeming shares, will receive the portion of the fund’s net assets represented by the redeemed shares.

Shareholders representing 10% or more of the Trust’s (or a fund’s) shares may, as set forth in the Trust Instrument, call
meetings of the Trust (or fund) for any purpose related to the Trust (or fund), including, in the case of a meeting of the
Trust, the purpose of voting on removal of one or more trustees.

Termination or Reorganization of Trust or Its Series. The Board, may, without prior shareholder approval, change the
form of organization of the Trust by merger, consolidation or incorporation, so long as the surviving entity is an
open-end management investment company. Under the Trust Instrument, the trustees may also, without shareholder vote,
sell and convey all or substantially all of the assets of the Trust to another trust, partnership, association, or corporation,
or cause the Trust to incorporate in the State of Delaware, so long as the surviving entity is an open-end, management
investment company that will succeed to or assume the Trust’s registration statement.

Under the Trust Instrument, the Board may sell or convey the assets of a fund or reorganize such fund into another
investment company registered under the 1940 Act without a shareholder vote.

B. Fund 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 a shareholder who owns beneficially or through controlled companies more than 25% of the
voting securities of a company or acknowledges the existence of control. Shareholders owning voting securities in excess

of 25% may determine the outcome of any matter affecting and voted on by shareholders of the Fund.

As of April 3, 2012, the trustees and officers of the Trust in aggregate owned less than 1% of the outstanding shares of
beneficial interest of the Fund.

As of April 3, 2012, certain shareholders of record owned 5% or more of the shares of the Fund. Shareholders known by
the Fund to own beneficially 5% or more of the Fund are listed in Table 8 in Appendix B.
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From time to time, certain shareholders may own a large percentage of the shares of the Fund. Accordingly, those
shareholders may be able to greatly affect (if not determine) the outcome of a shareholder vote. As of April 3, 2012, the
shareholders listed in Table 8 in Appendix B who own more than 25% of the Fund may be deemed to control the Fund.
“Control” for this purpose is the ownership of 25% or more of the Fund’s voting securities.

C. Limitations on Shareholders’ and Trustees’ Liability

Delaware law provides that Fund shareholders are entitled to the same limitations of personal liability extended to
stockholders of private corporations for profit. In addition, the Trust Instrument contains an express disclaimer of
shareholder liability for the debts, liabilities, obligations and expenses of the Trust. The Trust Instrument provides for
indemnification out of each fund’s property of any shareholder or former shareholder held personally liable for the
obligations of the relevant fund. The Trust Instrument also provides that the Trust, on behalf of a fund, shall, upon
request, assume the defense of any claim made against any shareholder for any act or obligation of that fund and satisfy
any judgment thereon. Thus, the risk of a shareholder incurring financial loss on account of shareholder liability is
limited to circumstances in which Delaware law does not apply, no contractual limitation of liability is in effect and the
Fund is unable to meet its obligations.

The Trust Instrument provides that the trustees shall not be liable to any person other than the Trust and its shareholders.
In addition, the Trust Instrument provides that the trustees shall not be liable for any conduct whatsoever, provided that
a trustee is not protected against any liability to which he would otherwise be subject by reason of willful misfeasance,
bad faith, gross negligence or reckless disregard of the duties involved in the conduct of his office.

D. Proxy Voting Procedures
A copy of the Trust’s and the Adviser’s proxy voting procedures are included in Appendix C and D, respectively.

Information regarding how the Fund voted proxies relating to portfolio securities during the twelve-month period ended
June 30 is available: (1) without charge, upon request, by contacting the Transfer Agent at (800) 441-7031 (toll free); and
(2) on the SEC’s website at www.sec.gov. The Fund’s proxy voting record for the period ended June 30 is available on
the Fund’s website at www.ahsmallcap.com.

E. Code of Ethics

The Trust and the Adviser have each adopted a code of ethics under Rule 17j-1 of the 1940 Act which are designed to
eliminate conflicts of interest between the Fund and personnel of the Trust and the Adviser. The codes permit such
personnel to invest in securities, including securities that may be purchased or held by the Fund, subject to certain
limitations.

F. Registration Statement

This SAI and the Prospectus do not contain all of the information included in the Trust’s registration statement filed with
the SEC under the 1933 Act with respect to the securities offered hereby. The registration statement, including the
exhibits filed therewith, may be examined at the office of the SEC in Washington, D.C.

Statements contained herein and in the Prospectus as to the contents of any contract or other documents are not
necessarily complete, and, in each instance, are qualified by, reference to the copy of such contract or other documents
filed as exhibits to the registration statement.

G. Financial Statements

The Fund’s Financial Statements and Financial Highlights for the fiscal year ended December 31, 2011, are incorporated
by reference into this SAI from the Fund’s Annual Report to shareholders and have been audited by BBD, an
independent registered public accounting firm, as stated in its report, which is incorporated herein by reference, and have
been so incorporated in reliance upon reports of such firm, given upon its authority as an expert in accounting and
auditing.
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APPENDIX A — DESCRIPTION OF SECURITIES RATINGS

Corporate and Municipal Long-Term Bond Ratings

Standard & Poor’s (“S&P”) Corporate and Municipal Long-Term Bond Ratings:

The following descriptions of S&P'’s long-term corporate and municipal bond ratings have been published by Standard
& Poor’s Financial Service LLC.

AAA - An obligation rated ‘AAA’ has the highest rating assigned by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is extremely strong.

AA - An obligation rated ‘AA’ differs from the highest-rated obligations only to a small degree. The obligor’s capacity
to meet its financial commitment on the obligation is very strong.

A - An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial
commitment on the obligation is still strong.

BBB - An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment
on the obligation.

BB, B, CCC, CC, and C - Obligations rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are regarded as having significant
speculative characteristics. ‘BB’ indicates the least degree of speculation and ‘C’ the highest. While such obligations will
likely have some quality and protective characteristics, these may be outweighed by large uncertainties or major
exposures to adverse conditions.

BB - An obligation rated ‘BB’ is less vulnerable to nonpayment than other speculative issues. However, it faces major
ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the
obligor’s inadequate capacity to meet its financial commitment on the obligation.

B - An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated ‘BB’, but the obligor currently has
the capacity to meet its financial commitment on the obligation. Adverse business, financial, or economic conditions will
likely impair the obligor’s capacity or willingness to meet its financial commitment on the obligation.

CCC - An obligation rated ‘CCC’ is currently vulnerable to nonpayment, and is dependent upon favorable business,
financial, and economic conditions for the obligor to meet its financial commitment on the obligation. In the event of
adverse business, financial, or economic conditions, the obligor is not likely to have the capacity to meet its financial
commitment on the obligation.

CC - An obligation rated ‘CC’ is currently highly vulnerable to nonpayment.

C - A °C’ rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have
payment arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy
petition or similar action which have not experienced a payment default. Among others, the ‘C’ rating may be assigned
to subordinated debt, preferred stock or other obligations on which cash payments have been suspended in accordance
with the instrument’s terms or when preferred stock is the subject of a distressed exchange offer, whereby some or all of
the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less
than par.

D - An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation,
including a regulatory capital instrument, are not made on the date due even if the applicable grace period has not
expired, unless Standard & Poor’s believes that such payments will be made during such grace period. The ‘D’ rating
also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an obligation are
jeopardized. An obligation’s rating is lowered to ‘D’ upon completion of a distressed exchange offer, whereby some or
all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is
less than par.




Plus (+) or Minus (-) - The ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) sign
to show relative standing within the major rating categories.

NR - This indicates that no rating has been requested, that there is insufficient information on which to base a rating, or
that Standard & Poor’s does not rate a particular obligation as a matter of policy.
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Moody’s Investors Service, Inc. (“Moody’s””) Long-Term Corporate Bond Ratings:

The following descriptions of Moody’s long-term corporate bond ratings have been published by Moody’s Investors
Service, Inc. and Moody’s Analytics Inc.

Aaa - Obligations rated Aaa are judged to be of the highest quality, with minimal credit risk.
Aa - Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A - Obligations rated A are considered upper-medium grade and are subject to low credit risk.

Baa - Obligations rated Baa are subject to moderate credit risk. They are considered medium-grade and as such may
possess certain speculative characteristics.

Ba - Obligations rated Ba are judged to have speculative elements and are subject to substantial credit risk.
B - Obligations rated B are considered speculative and are subject to high credit risk.
Caa - Obligations rated Caa are judged to be of poor standing and are subject to very high credit risk.

Ca - Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery
of principal and interest.

C - Obligations rated C are the lowest rated class of bonds and are typically in default, with little prospect for recovery
of principal or interest.

Modifiers: Moody’s appends numerical modifiers 1, 2, and 3 to each generic rating classification from Aa through Caa.
The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates

a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic rating category.

Moody’s U.S. Municipal Long-Term Bond Ratings:

The following descriptions of Moody’s long-term municipal bond ratings have been published by Moody’s Investors
Service, Inc. and Moody’s Analytics Inc.

Aaa - Issuers or issues rated Aaa demonstrate the strongest creditworthiness relative to other U.S. municipal or
tax-exempt issuers or issues.

Aa - Issuers or issues rated Aa demonstrate very strong creditworthiness relative to other U.S. municipal or tax-exempt
issuers or issues.

A - Issuers or issues rated A present above-average creditworthiness relative to other U.S. municipal or tax-exempt
issuers or issues.

Baa - Issuers or issues rated Baa represent average creditworthiness relative to other U.S. municipal or tax- exempt
issuers or issues.

Ba - Issuers or issues rated Ba demonstrate below-average creditworthiness relative to other U.S. municipal or
tax-exempt issuers or issues.

B - Issuers or issues rated B demonstrate weak creditworthiness relative to other U.S. municipal or tax- exempt issuers
or issues.
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Caa - Issuers or issues rated Caa demonstrate very weak creditworthiness relative to other U.S. municipal or tax-exempt
issuers or issues.

Ca - Issuers or issues rated Ca demonstrate extremely weak creditworthiness relative to other U.S. municipal or
tax-exempt issuers or issues.

C - Issuers or issues rated C demonstrate the weakest creditworthiness relative to other U.S. municipal or tax-exempt
issuers or issues.

Modifiers: Moody’s appends numerical modifiers 1, 2, and 3 to each generic rating category from Aa through Caa. The
modifier 1 indicates that the issuer or obligation ranks in the higher end of its generic rating category; the modifier 2

indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic rating category.

Fitch Ratings Ltd. (“Fitch”) Corporate Bond Ratings:

The following descriptions of Fitch’s long-term corporate bond ratings have been published by Fitch, Inc. and Fitch
Ratings Ltd.

AAA - Highest credit quality. ‘AAA’ ratings denote the lowest expectation of credit risk. They are assigned only in cases
of exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely
affected by foreseeable events.

AA - Very high credit quality. ‘AA’ ratings denote expectations of very low credit risk. They indicate very strong
capacity for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.

A - High credit quality. ‘A’ ratings denote expectations of low credit risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic
conditions than is the case for higher ratings.

BBB - Good credit quality. ‘BBB’ ratings indicate that expectations of credit risk are currently low. The capacity for
payment of financial commitments is considered adequate but adverse business or economic conditions are more likely
to impair this capacity.

BB - Speculative. ‘BB’ ratings indicate an elevated vulnerability to credit risk, particularly in the event of adverse
changes in business or economic conditions over time; however, business or financial alternatives may be available to
allow financial commitments to be met.

B - Highly speculative. ‘B’ ratings indicate that material credit risk is present. For performing obligations, default risk is
commensurate with the issuer being rated with an Issuer Default Risk (“IDR”) in the ranges ‘BB’ to ‘C’. For issuers with
an IDR below ‘B’, the overall credit risk of this obligation is moderated by the expected level of recoveries should a
default occur. For issuers with an IDR above ‘B’, the overall credit risk of this obligation is exacerbated by the expected
low level of recoveries should a default occur. For non-performing obligations, the obligation or issuer is in default, or
has deferred payment, but the rated obligation is expected to have extremely high recovery rates consistent with a
Recovery Rating of ‘RR1’ (outstanding recovery prospects given default).

CCC - Substantial credit risk. ‘CCC’ ratings indicate that substantial credit risk is present. For performing obligations,
default risk is commensurate with an IDR in the ranges ‘B’ to ‘C’. For issuers with an IDR below ‘CCC’, the overall
credit risk of this obligation is moderated by the expected level of recoveries should a default occur. For issuers with an
IDR above ‘CCC’, the overall credit risk of this obligation is exacerbated by the expected low level of recoveries should
a default occur. For non-performing obligations, the obligation or issuer is in default, or has deferred payment, but the
rated obligation is expected to have a superior recovery rate consistent with a Recovery Rating of ‘RR2’ (superior
recovery prospects given default).

CC - Very high levels of credit risk. ‘CC’ ratings indicate very high levels of credit risk. For performing obligations,
default risk is commensurate with an IDR in the ranges ‘B’ to ‘C’. For issuers with an IDR below ‘CC’, the overall credit
risk of this obligation is moderated by the expected level of recoveries should a default occur. For issuers with an IDR
above ‘CC’, the overall credit risk of this obligation is exacerbated by the expected low level of recoveries should a
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default occur. For non-performing obligations, the obligation or issuer is in default, or has deferred payment, but the
rated obligation is expected to have a good recovery rate consistent with a Recovery Rating of ‘RR3’ (good recovery
prospects given default).

C - Exceptionally high levels of credit risk. ‘C’ indicates exceptionally high levels of credit risk. For performing
obligations, default risk is commensurate with an IDR in the ranges ‘B’ to ‘C’. The overall credit risk of this obligation
is exacerbated by the expected low level of recoveries should a default occur. For non-performing obligations, the
obligation or issuer is in default, or has deferred payment, and the rated obligation is expected to have an average,
below-average or poor recovery rate consistent with a Recovery Rating of ‘RR4’ (average recovery prospects given
default), ‘RR5’ (below average recovery prospects given default) or ‘RR6’ (poor recovery prospects given default).

Defaulted obligations typically are not assigned ‘D’ ratings, but are instead rated in the ‘B’ to ‘C’ rating categories,
depending upon their recovery prospects and other relevant characteristics. This approach better aligns obligations that
have comparable overall expected loss but varying vulnerability to default and loss.

Plus (+) or Minus (-) The modifiers “+” or “-” may be appended to a rating to denote relative status within major rating
categories. Such suffixes are not added to the ‘AAA’ obligation rating category, or to corporate finance obligation ratings
in the categories below ‘B’.

The terms “investment grade” and “speculative grade” have established themselves over time as shorthand to describe
the categories ‘AAA’ to ‘BBB’ (investment grade) and ‘BB’ to ‘D’ (speculative grade). The terms “investment grade”
and “speculative grade” are market conventions, and do not imply any recommendation or endorsement of a specific
security for investment purposes. “Investment grade” categories indicate relatively low to moderate credit risk, while
ratings in the “speculative” categories either signal a higher level of credit risk or that a default has already occurred.

Fitch’s Municipal Bond Long-Term Ratings:

The following descriptions of Fitch’s long-term municipal bond ratings have been published by Fitch, Inc. and Fitch
Ratings Ltd.

AAA - Highest credit quality. ‘AAA’ ratings denote the lowest expectation of default risk. They are assigned only in
cases of exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be
adversely affected by foreseeable events.

AA - Very high credit quality. ‘AA’ ratings denote expectations of very low default risk. They indicate very strong
capacity for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.

A - High credit quality. ‘A’ ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic
conditions than is the case for higher ratings.

BBB - Good credit quality. ‘BBB’ ratings indicate that expectations of credit risk are currently low. The capacity for
payment of financial commitments is considered adequate but adverse business or economic conditions are more likely
to impair this capacity.

BB - Speculative. ‘BB’ ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse
changes in business or economic conditions over time; however, business or financial alternatives may be available to
allow financial commitments to be met.

B - Highly speculative. ‘B’ ratings indicate that material default risk is present, but a limited margin of safety remains.
Financial commitments are currently being met; however, capacity for continued payment is vulnerable to deterioration
in the business and economic environment.

CCC - Substantial credit risk. ‘CCC’ ratings indicate that default is a real possibility.

CC - Very high levels of credit risk. ‘CC’ ratings indicate default of some kind appears probable.

C - Exceptionally high levels of credit risk. ‘C’ ratings indicate default appears imminent or inevitable.
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D - Default. ‘D’ ratings indicate a default. Default generally is defined as one of the following:
e failure to make payment of principal and/or interest under the contractual terms of the rated obligation;

e the bankruptcy filings, administration, receivership, liquidation or other winding-up or cessation of the
business of an issuer/obligor; or

e the coercive exchange of an obligation, where creditors were offered securities with diminished
structural or economic terms compared with the existing obligation.

Structured Finance Defaults — “Imminent” default, categorized under ‘C’, typically refers to the occasion where a
payment default has been intimated by the issuer, and is all but inevitable. This may, for example, be where an issuer has
missed a scheduled payment, but (as is typical) has a grace period during which it may cure the payment default. Another
alternative would be where an issuer has formally announced a coercive debt exchange, but the date of the exchange still
lies several days or weeks in the immediate future.

Additionally, in structured finance transactions, where analysis indicates that an instrument is irrevocably impaired such
that it is not expected to pay interest and/or principal in full in accordance with the terms of the obligation’s
documentation during the life of the transaction, but where no payment default in accordance with the terms of the
documentation is imminent, the obligation will typically be rated in the ‘C’ category.

Structured Finance Writedowns - Where an instrument has experienced an involuntary and, in the agency’s opinion,
irreversible “writedown” of principal (i.e. other than through amortization, and resulting in a loss to the investor), a credit
rating of ‘D’ will be assigned to the instrument. Where the agency believes the “writedown” may prove to be temporary
(and the loss may be “written up” again in future if and when performance improves), then a credit rating of ‘C’ will
typically be assigned. Should the “writedown” then later be reversed, the credit rating will be raised to an appropriate
level for that instrument. Should the “writedown” later be deemed as irreversible, the credit rating will be lowered to ‘D’.

Notes: In the case of structured and project finance, while the ratings do not address the loss severity given default of the
rated liability, loss severity assumptions on the underlying assets are nonetheless typically included as part of the
analysis. Loss severity assumptions are used to derive pool cash flows available to service the rated liability. In the case
of public finance, the ratings also do not address the loss given default of the rated liability, focusing instead on the
vulnerability to default of the rated liability.

Plus (+) or Minus (-) - The modifiers “+” or “-”may be appended to a rating to denote relative status within major rating
categories. Such suffixes are not added to the ‘“AAA’ Long-Term Rating category, or to Long-Term Rating categories
below ‘B’.

Municipal Short-Term Bond Ratings

S&P’s Municipal Short-Term Bond Ratings:

The following descriptions of S&P'’s short-term municipal ratings have been published by Standard & Poor’s Financial
Service LLC.

SP-1 - Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to pay debt
service is given a plus (+) designation.

SP-2 - Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and economic
changes over the term of the notes.

SP-3 - Speculative capacity to pay principal and interest.

Moody’s Short-Term Ratings:

The following descriptions of Moody’s short-term municipal ratings have been published by Moody’s Investors Service,
Inc. and Moody’s Analytics Inc.




MIG 1 - This designation denotes superior credit quality. Excellent protection is afforded by established cash flows,
highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

MIG 2 - This designation denotes strong credit quality. Margins of protection are ample, although not as large as in the
preceding group.

MIG 3 - This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow, and
market access for refinancing is likely to be less well-established.

SG - This designation denotes speculative-grade credit quality. Debt instruments in this category may lack sufficient
margins of protection.

Fitch’s Short-Term Ratings:

The following descriptions of Fitch’s short-term ratings have been published by Fitch, Inc. and Fitch Ratings Ltd.

F1 - Highest short-term credit quality. Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.

F2 - Good short-term credit quality. Good intrinsic capacity for timely payment of financial commitments.
F3 - Fair short-term credit quality. The intrinsic capacity for timely payment of financial commitments is adequate.

B - Speculative short-term credit quality. Minimal capacity for timely payment of financial commitments, plus
heightened vulnerability to near term adverse changes in financial and economic conditions.

C - High short-term default risk. Default is a real possibility.

RD - Restricted default. Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.

D - Default. Indicates a broad-based default event for an entity, or the default of a specific short-term obligation.
Commercial Paper Ratings

S&P’s Commercial Paper Ratings:

The following descriptions of S&P’s commercial paper ratings have been published by Standard & Poor’s Financial
Service LLC.

A-1 - A short-term obligation rated ‘A-1’ is rated in the highest category by Standard & Poor’s. The obligor’s capacity
to meet its financial commitment on the obligation is strong. Within this category, certain obligations are designated with
a plus sign (+). This indicates that the obligor’s capacity to meet its financial commitment on these obligations is
extremely strong.

A-2 - A short-term obligation rated ‘A-2° is somewhat more susceptible to the adverse effects of changes in
circumstances and economic conditions than obligations in higher rating categories. However, the obligor’s capacity to
meet its financial commitment on the obligation is satisfactory.

A-3 - A short-term obligation rated ‘A-3" exhibits adequate protection parameters. However, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial
commitment on the obligation.

B - A short-term obligation rated ‘B’ is regarded as having significant speculative characteristics. Ratings of ‘B-1’, ‘B-2’,
and ‘B-3’ may be assigned to indicate finer distinctions within the ‘B’ category. The obligor currently has the capacity
to meet its financial commitment on the obligation; however, it faces major ongoing uncertainties which could lead to the
obligor’s inadequate capacity to meet its financial commitment on the obligation.




B-1 - A short-term obligation rated ‘B-1’ is regarded as having significant speculative characteristics, but the obligor has
a relatively stronger capacity to meet its financial commitments over the short-term compared to other speculative-grade
obligors.

B-2 - A short-term obligation rated ‘B-2’ is regarded as having significant speculative characteristics, and the obligor has
an average speculative-grade capacity to meet its financial commitments over the short-term compared to other
speculative-grade obligors.

B-3 - A short-term obligation rated ‘B-3’ is regarded as having significant speculative characteristics, and the obligor has
a relatively weaker capacity to meet its financial commitments over the short-term compared to other speculative-grade
obligors.

C - A short-term obligation rated ‘C’ is currently vulnerable to nonpayment and is dependent upon favorable business,
financial, and economic conditions for the obligor to meet its financial commitment on the obligation.

D - A short-term obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an
obligation, including a regulatory capital instrument, are not made on the date due even if the applicable grace period has
not expired, unless Standard & Poor’s believes that such payments will be made during such grace period. The ‘D’ rating
also will be used upon the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation
are jeopardized.

Dual Ratings — S&P assigns “dual” ratings to all debt issues that have a put option or demand feature as part of their
structure. The first rating addresses the likelihood of repayment of principal and interest as due, and the second rating
addresses only the demand feature. The long-term rating symbols are used for bonds to denote the long-term maturity
and the short-term rating symbols for the put option (for example, ‘AAA/A-1+"). With U.S. municipal short-term
demand debt, note rating symbols are used with the short-term issue credit rating symbols (for example, ‘SP-1+/A-1+).

Moody’s Commercial Paper Ratings:

The following descriptions of Moody’s commercial paper ratings have been published by Moody'’s Investors Service, Inc.
and Moody’s Analytics Inc.

P-1 - Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations.
P-2 - Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.
P-3 - Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations.
NP - Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

Note: Canadian issuers rated P-1 or P-2 have their short-term ratings enhanced by the senior-most long-term rating of the
issuer, its guarantor or support-provider.

Fitch’s Commercial Paper Ratings:

The following descriptions of Fitch’s commercial paper ratings have been published by Fitch, Inc. and Fitch Ratings Ltd.

F1 - Highest short-term credit quality. Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.

F2 - Good short-term credit quality. Good intrinsic capacity for timely payment of financial commitments.
F3 - Fair short-term credit quality. The intrinsic capacity for timely payment of financial commitments is adequate.

B - Speculative short-term credit quality. Minimal capacity for timely payment of financial commitments, plus
heightened vulnerability to near term adverse changes in financial and economic conditions.

C - High short-term default risk. Default is a real possibility.
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RD - Restricted default. Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.

D - Default. Indicates a broad-based default event for an entity, or the default of a specific short-term obligation.
The modifiers “+” or “-” may be appended to a rating to denote relative status within major rating categories. Such
suffixes are not added to the ‘AAA’ Long-term rating category, to categories below ‘CCC’, or to Short-term ratings other
than ‘F1°. (The +/- modifiers are only used to denote issues within the CCC category, whereas issuers are only rated CCC
without the use of modifiers.)




APPENDIX B — MISCELLANEOUS TABLES

Table 1 — Investment Advisory Fees

The following table shows the dollar amount of fees accrued with respect to the Fund, the amount of fee that was waived
by the Adviser, if any, and the actual fees retained by the Adviser. The data is for the last three fiscal years.

Adyvisory Fees Adyvisory Fees Adyvisory Fees
Year Ended Accrued Waived Retained
December 31, 2011 $125,343 $92,205 $33,138
December 31, 2010 $118,784 $43,114 $75,670
December 31, 2009 $119,228 $0 $119,228

Table 2 — Administration Fees

The following table shows the dollar amount of fees accrued with respect to the Fund, the amount of fee that was waived
by Atlantic Fund Services, if any, and the actual fees retained by Atlantic Fund Services. The data is for the last three

fiscal years.

Administration Fees | Administration Fees | Administration Fees
Year Ended Accrued Waived Retained
December 31, 2011 $134,998 $95,957 $39,041
December 31, 2010 $134,851 $96,618 $38,233
December 31, 2009 $135,149 $96.,820 $38,329

Table 3 — Accounting Fees

The following table shows the dollar amount of fees with respect to the Fund, the amount of fee that was waived by
Atlantic Fund Services, if any, and the actual fees retained by Atlantic Fund Services. The data is for the last three fiscal

years.

Accounting Fees Accounting Fees Accounting Fees
Year Ended Accrued Waived Retained
December 31, 2011 $0 $0 $0
December 31, 2010 $0 $0 $0
December 31, 2009 $0 $0 $0

Table 4 — Compliance Fees

The following table shows the dollar amount of the fees with respect to the Fund for Compliance Services, the amount
of the fee that was waived by Atlantic Fund Services, if any, and the actual fees retained by Atlantic Fund Services. The
data is for the last three fiscal years.

Compliance Fees Compliance Fees Compliance Fees
Year Ended Accrued Waived Retained
December 31, 2011 $25,000 $0 $25,000
December 31, 2010 $28,001 $2,779 $25,222
December 31, 2009 $28,722 $3,485 $25,237
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Table 5 — Commissions

The following table shows the aggregate brokerage commissions of the Fund. The data is for the last three fiscal years.

Aggregate
Brokerage

Commissions ($)

Total Brokerage
Commissions ($)
Paid to an Affiliate
of the Fund, Adviser

% of Brokerage
Commissions Paid
to an Affiliate of the
Fund, Adviser or

% of Transactions
Executed by an
Affiliate of the

Fund, Adviser or

Year Ended Paid or Distributor Distributor Distributor
December 31, 2011 $181,963 $0 0% 0%
December 31, 2010 $192,860 $189 <0.1% <0.1%
December 31, 2009 $269,140 $0 0% 0%

Table 6 — Directed Brokerage

The following table lists each broker to which the Fund directed brokerage in return for research services, the amount of
transactions so directed and the amount of commissions generated therefrom. The data is for the fiscal year
ended December 31, 2011.

Amount of
Broker Amount Directed Commissions Generated
BNY BROKERAGE, INC. $21,348,519 $49.,431
MORGAN STANLEY & CO. LLC $ 5,520,424 $13,872
CANACCORD CAPITAL CORPORATION $ 4,493,385 $11,776
BLAIR (WILLIAM) & COMPANY, L.L.C $ 3,759,103 $ 7,040
ABEL/NOSER CORP. $ 2,524,818 $ 6,947
PIPER JAFFERY INC. $ 2,417,674 $ 6,216
STIFEL, NICOLAUS & COMPANY INCORPORATED $ 2,224,537 $ 6,179
J.P. MORGAN SECURITIES LLC $ 2,325,997 $ 5,729
JEFFERIES & COMPANY, INC $ 2,327,362 $ 5,506
BAIRD (ROBERT W.) & CO., INC $ 2,669,104 $ 5,410
OPPENHEIMER $ 2,259,337 $ 5,312
CREDIT SUISSE SECURITIES (USA) LLC $ 1,752,047 $ 4,518
COWEN & CO. $ 1,948,151 $ 4,296
RAYMOND JAMES & ASSOC INC $ 1,861,726 $ 4,293
CITIGROUP GLOBAL MARKETS INC $ 1,747,136 $ 3,735
SUNTRUST CAPITAL MARKETS, INC. $ 2,042,330 $ 3,565
CRAIG-HALLUM, INC. $ 888,659 $ 3,523
WEDBUSH MORGAN SECURITIES, INC. $ 1,397,566 $ 3,342
NEEDHAM & COMPANY, INC. $ 1,528,818 $ 3,342
PACIFIC CREST SECURITIES $ 1,233,640 $ 2,878
THINK EQUITY $ 1,473,003 $ 2,855
LEERINK, SWANN, GARRITY, SOLLAMI, YAFFE $ 1,093,020 $ 2,758
ROTH CAPITAL PARTNERS, LLC $ 1,100,177 $ 2,392
HOWARD, WEIL, LABOUISSE, FRIEDRICHS INC. $ 1,283,789 $ 2,151
STERNE, AGEE & LEACH, INC. $ 1,199,331 $ 1,855
KING (C.L.) & ASSOCIATES, INC. $ 1,238,833 $ 1,837
CARIS AND COMPANY $ 1,441,169 $ 1,675
IST GROUP, INC. $ 710,532 $ 1,577
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Amount of
Broker Amount Directed Commissions Generated
FRIEDMAN, BILLINGS, RAMSEY & CO. $840,167 $1,340
BREAN MURRAY & CO., INC. $420,021 $1,186
LAZARD CAPITAL MARKETS $594,490 $ 973
JOLSON MERCHANT PARTNERS $521,629 $ 922
BARRINGTON RESEARCH ASSOCIATES, INC. $408,356 $ 739
DOUGHERTY & COMPANY L.L.C. $119,346 $ 545
BAYPOINT TRADING $318,816 $ 541
JOHNSON, RICE & COMPANY L.L.C. $385,277 $ 478
SOUTHCOAST INVESTMENT GROUP, INC $150,056 $ 301
WELLS FARGO BROKERAGE SERVICES, LLC $127,528 $ 268
TELSEY ADVISORY GROUP LLC $122,314 $ 241
RBC CAPITAL MARKETS, LLC $175,818 $ 208
CAPSTONE INVESTMENTS $ 63,713 $ 168
STEPHENS, INC. $ 57,742 $ 100
NORTH SOUTH CAPITAL LLC $ 61,099 $ 68
JANNEY MONTGOMERY SCOTT, LLC $ 33,157 $ 63
O’NEIL WILLIAM & CO. INC. $ 27,629 $ 33

Table 7 — Securities of Regular Brokers or Dealers

The following table lists the Fund’s regular brokers and dealers whose securities (or the securities of the parent company)
were acquired during the past fiscal year and the aggregate value of the Fund’s holdings of those securities as of the most
recent fiscal year ended December 31, 2011.

Regular Broker or Dealer Value of Securities Held
None N/A

Table 8 — Control Persons and 5% Shareholders

The following table lists as of April 3, 2012: (1) the shareholders who owned 25% or more of the outstanding shares of
the Fund and thus may be deemed to control the Fund; and (2) the persons who owned of record 5% or more of the
outstanding shares of the Fund.

Name and Address % of Fund

Charles Schwab Co. Inc. Mutual Fund

Special Custody A-For Exclusive Benefit Customer
101 Montgomery Street

San Francisco, CA 94104

National Financial Services LLC
One World Financial Center

200 Liberty Street

New York, NY 10281

54.07%

19.03%
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APPENDIX C — TRUST PROXY VOTING PROCEDURES

FORUM FUNDS
POLICIES AND PROCEDURES FOR SHAREHOLDER VOTING

July 31, 2003
As Amended September 14, 2004, and December 11, 2009

SECTION 1. PURPOSE

Shareholders of the various series of Forum Funds (the “Trust”) expect the Trust to vote proxies received from
issuers whose voting securities are held by a series of the Trust (each a “Fund”). The Trust exercises its voting
responsibilities as a fiduciary, with the goal of maximizing the value of the Trust’s and its shareholders’ investments.

This document describes the Policies and Procedures for Voting Proxies (“Policies”) received from issuers
whose voting securities are held by each Fund.

SECTION 2. RESPONSIBILITIES

(A) Adviser. Pursuant to the investment advisory agreements between the Trust and the investment advisers providing
advisory services to the Funds, the Trust has delegated the authority to vote proxies received by a Fund regarding
securities contained in its portfolio to its investment adviser (each an “Adviser”). These Policies are to be implemented
by each Adviser of each Fund for which it provides advisory services. To the extent that these Policies do not cover
potential voting issues with respect to proxies received by a Fund, the Adviser shall act on behalf of the applicable Fund
to promote the Fund’s investment objectives, subject to the provisions of these Policies.

The Adviser shall periodically inform its employees (i) that they are under an obligation to be aware of the
potential for conflicts of interest on the part of the Adviser with respect to voting proxies on behalf of the Funds, both
as a result of the employee’s personal relationships and due to circumstances that may arise during the conduct of the
Adviser’s business; and (ii) that employees should bring conflicts of interest of which they become aware to the attention
of the management of the Adviser.

The Adviser shall be responsible for coordinating the delivery of proxies by the Fund’s custodian to the Adviser
or to an agent of the Adviser selected by the Adviser to vote proxies with respect to which the Adviser has such
discretion (a “Proxy Voting Service”).

(B) Reporting. The Adviser shall provide periodic reports to the Trust as to the implementation and operation of these
Policies and the proxy voting policies and procedures of the Adviser as they relate to the Fund.

SECTION 3. SCOPE

These Policies summarize the Trust’s positions on various issues of concern to investors in issuers of
publicly-traded voting securities, and give guidance about how each Adviser should vote the Fund’s shares on each issue
raised in a proxy statement. These Policies are designed to reflect the types of issues that are typically presented in proxy
statements for issuers in which a Fund may invest; they are not meant to cover every possible proxy voting issue that
might arise. Accordingly, the specific policies and procedures listed below are not exhaustive and do not address all
potential voting issues or the intricacies that may surround specific issues in all cases. For that reason, there may be
instances in which votes may vary from these Policies.

SECTION 4. POLICIES AND PROCEDURES FOR VOTING PROXIES
(A) General.

(1) Use of Adviser Proxy Voting Guidelines or Proxy Voting Service. If (A) the Adviser has proprietary
proxy voting guidelines that it uses for its clients or the Adviser uses a Proxy Voting Service and the Proxy
Voting Service has published guidelines for proxy voting; (B) the Trust’s Board of Trustees (the “Board”) has
been notified that the Adviser intends to use such Adviser or Proxy Voting Service proxy voting guidelines to
vote an applicable Fund’s proxies and has approved such guidelines; and (C) the Adviser’s or Proxy Voting
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Service’s Guidelines are filed as an exhibit to the applicable Fund’s Registration Statement (each considered
“Adviser Guidelines”), then the Adviser may vote, or may delegate to the Proxy Voting Service the
responsibility to vote, the Fund’s proxies consistent with such Adviser Guidelines.

(2) Absence of Proxy Voting Guidelines. In the absence of Adviser Guidelines, the Adviser shall vote the
Fund’s proxies consistent with Sections B and C below.

(B) Routine Matters. As the quality and depth of management is a primary factor considered when investing in an
issuer, the recommendation of the issuer’s management on any issue will be given substantial weight. The position of the
issuer’s management will not be supported in any situation where it is determined not to be in the best interests of the
Fund’s shareholders.

(1) Election of Directors. Proxies should be voted for a management-proposed slate of directors unless there is
a contested election of directors or there are other compelling corporate governance reasons for withholding
votes for such directors. Management proposals to limit director liability consistent with state laws and director
indemnification provisions should be supported because it is important for companies to be able to attract
qualified candidates.

(2) Appointment of Auditors. Management recommendations will generally be supported.

(3) Changes in State of Incorporation or Capital Structure. Management recommendations about
reincorporation should be supported unless the new jurisdiction in which the issuer is reincorporating has laws
that would materially dilute the rights of shareholders of the issuer. Proposals to increase authorized common
stock should be examined on a case-by-case basis. If the new shares will be used to implement a poison pill or
another form of anti-takeover device, or if the issuance of new shares could excessively dilute the value of
outstanding shares upon issuance, then such proposals should be evaluated to determine whether they are in the
best interest of the Fund’s shareholders.

(C) Non-Routine Matters.

(1) Corporate Restructurings, Mergers and Acquisitions. These proposals should be examined on a
case-by-case basis.

(2) Proposals Affecting Shareholder Rights. Proposals that seek to limit shareholder rights, such as the
creation of dual classes of stock, generally should not be supported.

(3) Anti-takeover Issues. Measures that impede takeovers or entrench management will be evaluated on a
case-by-case basis taking into account the rights of shareholders and the potential effect on the value of
the company.

(4) Executive Compensation. Although management recommendations should be given substantial weight,
proposals relating to executive compensation plans, including stock option plans, should be examined on a
case-by-case basis to ensure that the long-term interests of management and shareholders are properly aligned.

(5) Social and Political Issues. These types of proposals should generally not be supported if they are not
supported by management unless they would have a readily-determinable, positive financial effect on
shareholder value and would not be burdensome or impose unnecessary or excessive costs on the issuer.

(D) Conflicts of Interest. Each Adviser is responsible for maintaining procedures to identify conflicts of interest and,
when applicable, determining the adequacy of a Proxy Voting Service’s procedures to identify conflicts. The Trust
recognizes that under certain circumstances an Adviser or Proxy Voting Service may have a conflict of interest in voting
proxies on behalf of a Fund advised by the Adviser. A “conflict of interest” includes, for example, any circumstance
when the Fund, the Adviser, the principal underwriter, the Proxy Voting Service or one or more of their affiliates
(including officers, directors and employees) knowingly does business with, receives compensation from, or sits on the
board of, a particular issuer or closely affiliated entity, and, therefore, may appear to have a conflict of interest between
its own interests and the interests of Fund shareholders in how proxies of that issuer are voted.




If a Proxy Voting Service determines it has a conflict of interest with respect to voting proxies on behalf of the
Fund, the Adviser shall vote the proxy in the best interests of the Fund and its shareholders.

If the Adviser determines that it has a conflict of interest with respect to voting proxies on behalf of a Fund, then
the Adviser shall contact the Chairman of the Board. In the event that the Chairman determines that he has a conflict of
interest, the Chairman shall submit the matter for determination to another member of the Board who is not an
“interested person” of the Trust, as defined in the Investment Company Act of 1940, as amended. In making a
determination, the Chairman will consider the best interests of Fund shareholders and may consider the
recommendations of the Adviser or independent third parties that evaluate proxy proposals. The Adviser will vote the
proposal according to the determination and maintain records relating to this process.

(E) Abstention. The Trust may abstain from voting proxies in certain circumstances. The Adviser or the Chairman of the
Board may determine, for example, that abstaining from voting is appropriate if voting may be unduly burdensome or
expensive, or otherwise not in the best economic interest of the Fund’s shareholders, such as when foreign proxy issuers
impose unreasonable or expensive voting or holding requirements or when the costs to the Fund to effect a vote would
be uneconomic relative to the value of the Fund’s investment in the issuer.
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APPENDIX D — ADVISER PROXY VOTING PROCEDURES

AH Lisanti Capital Growth, LLC

POLICIES AND PROCEDURES FOR SHAREHOLDER VOTING

I. Introduction

These Policies and Procedures for Shareholder Voting have been adopted by AH Lisanti Capital Growth, LLC (hereafter
referred to as “AH Lisanti”) with respect to the voting of proxies on behalf of the accounts and investment companies
(“clients”) over which AH Lisanti has discretionary voting authority. In voting proxies, it is the policy of AH Lisanti to
ensure that proxies are voted in a manner that is consistent with the best interests of its clients, to provide its clients with
proxy voting policies and procedures upon request and to ensure information is maintained regarding how the firm voted
with respect to client securities.

II. Proxy Voting

In those circumstances in which AH Lisanti has proxy voting authority for clients, AH Lisanti uses an independent proxy
voting service, Institutional Shareholder Services, Inc. (ISS) to research, recommend and vote proxies in accordance with
the ISS Proxy Voting Guidelines as set forth in the attached Exhibit A. Personnel at AH Lisanti monitor the
recommendations made by ISS and have the ability to change the vote if the recommendation is determined to not be in
the best interest of a client. These recommendations are carefully reviewed by the AH Lisanti portfolio management
team and in-house researchers for appropriate action or no action (meaning the ISS recommendation would be used).
Any override of an ISS recommendation would occur only when AH Lisanti believes that it would be in the best interest
of the client to do so. Such a change, and the reasoning behind it, would be documented appropriately.

With respect to investment company proxies, ISS Proxy Voting Guidelines recommend voting against the following
proposals: (1) changing a fundamental investment objective to nonfundamental, (2) authorizing the board to hire and
terminate subadvisers without shareholder approval, and (3) changes to the charter document. With respect to board of
directors’ issues, the ISS Proxy Voting Guidelines recommend voting against indemnification proposals that would
expand coverage beyond just legal expenses to acts, such as negligence. These recommendations are not consistent with
Adams Harkness Small Cap Growth Fund’s (the “Fund”) standard practices and AH Lisanti will vote on these issues on
a case-by-case basis on behalf of the Fund.

I11. Conflicts of Interest

AH Lisanti recognizes that under certain circumstances a conflict of interest may arise in voting proxies on behalf of a
client. A “conflict of interest” means any circumstance when AH Lisanti (including officers and employees) knowingly
does business with (e.g., manages the issuer’s assets, administers the issuers employee benefit plan) or receives
compensation from, or sits on the board of, a particular issuer or closely affiliated entity, and, therefore may appear to
have a conflict of interest between its own interests and the interests of clients in how proxies of that issuer are voted.
If AH Lisanti believes that it has a conflict of interest with respect to voting proxies on behalf of the Fund, it will refer
the proposal to the Chairman of the Fund for a determination. AH Lisanti will vote the proposal according to the
Independent Chairman’s determination and maintain records relating to this process.

IV. Abstention

AH Lisanti may abstain from voting proxies in certain circumstances. AH Lisanti may determine, for example, that
abstaining from voting is appropriate if voting may be unduly burdensome or expensive, or otherwise not in the best
interest of the shareholder, such as when foreign proxy issuers impose unreasonable or expensive voting or holding
requirements or when costs to shareholder to affect a vote would be uneconomic relative to the value of the shareholders
investment in the issuer.

V. Recordkeeping
AH Lisanti will maintain files relating to its proxy voting policies and procedures. Records will be maintained and
preserved for five years from the end of the fiscal year during which the last entry was made on a record, with the records

for the first two years kept in AH Lisanti’s principal office. Records of the following will be included in the files: (i)
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copies of AH Lisanti’s proxy voting policies and procedures, and any amendments; (ii) copies of any documents AH
Lisanti created that were material to making a decision how to vote proxies, or that memorialize that decision; and (iii)
copies of each written client request for information on how AH Lisanti voted the client’s proxies. AH Lisanti will rely
on ISS to maintain, on AH Lisanti’s behalf, proxy statements received regarding client securities and records of votes
cast on behalf of clients.

VI Disclosure

AH Lisanti will disclose in its Form ADV Part II that its clients may contact AH Lisanti by a toll-free number to obtain
information on how AH Lisanti voted such client’s proxies and to request a copy of these policies and procedures.
Further, a concise summary of these Policies and Procedures for Shareholder Voting will be included in AH Lisanti’s
Form ADV Part II, and will be updated whenever the policies and procedures are amended.

Exhibit A provides an overview of how ISS votes proxies on behalf of AH Lisanti. They are guidelines and are not
exhaustive of all of the issues that may come before AH Lisanti. Therefore, there may be cases in which the final vote
cast on a particular issue before a company’s shareholders varies from, or may be inconsistent with, the guidelines due
to a close examination of the merits of the proposal and consideration of recent and company-specific information. Any
vote will be in the best interest of our clients.
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Exhibit A

ISS Proxy Voting Guidelines
1. Operational Items
Adjourn Meeting

Generally vote AGAINST proposals to provide management with the authority to adjourn an annual or special meeting
absent compelling reasons to support the proposal.

Amend Quorum Requirements

Vote AGAINST proposals to reduce quorum requirements for shareholder meetings below a majority of the shares
outstanding unless there are compelling reasons to support the proposal.

Amend Minor Bylaws

Vote FOR bylaw or charter changes that are of a housekeeping nature (updates or corrections).
Change Company Name

Vote FOR proposals to change the corporate name.

Change Date, Time, or Location of Annual Meeting

Vote FOR management proposals to change the date/time/location of the annual meeting unless the proposed change is
unreasonable.

Vote AGAINST shareholder proposals to change the date/time/location of the annual meeting unless the current
scheduling or location is unreasonable.

Ratifying Auditors

Vote FOR proposals to ratify auditors, unless any of the following apply:
e An auditor has a financial interest in or association with the company, and is therefore not independent
e Fees for non-audit services are excessive, or

e There is reason to believe that the independent auditor has rendered an opinion which is neither
accurate nor indicative of the company’s financial position.

Vote CASE-BY-CASE on shareholder proposals asking companies to prohibit or limit their auditors from engaging in
non-audit services.

Vote CASE-BY-CASE on shareholder proposals asking for audit firm rotation, taking into account the tenure of the audit
firm, the length of rotation specified in the proposal, any significant audit-related issues at the company, and whether the
company has a periodic renewal process where the auditor is evaluated for both audit quality and competitive price.

Transact Other Business

Vote AGAINST proposals to approve other business when it appears as voting item.
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2. Board of Directors
Voting on Director Nominees in Uncontested Elections
Votes on director nominees should be made on a CASE-BY-CASE basis, examining the following factors: composition
of the board and key board committees, attendance at board meetings, corporate governance provisions and takeover
activity, long-term company performance relative to a market index, directors’ investment in the company, whether the
chairman is also serving as CEO, and whether a retired CEO sits on the board. However, there are some actions by
directors that should result in votes being withheld. These instances include directors who:

e Attend less than 75 percent of the board and committee meetings without a valid excuse

e Implement or renew a dead-hand or modified dead-hand poison pill

e Ignore a shareholder proposal that is approved by a majority of the shares outstanding

e Ignore a shareholder proposal that is approved by a majority of the votes cast for two consecutive years

e  Failed to act on takeover offers where the majority of the shareholders tendered their shares

e Are inside directors or affiliated outsiders and sit on the audit, compensation, or nominating
committees

e Are inside directors or affiliated outsiders and the full board serves as the audit, compensation, or
nominating committee or the company does not have one of these committees

e Are audit committee members and the non-audit fees paid to the auditor are excessive.

In addition, directors who enacted egregious corporate governance policies or failed to replace management as
appropriate would be subject to recommendations to withhold votes.

e Are inside directors or affiliated outside directors and the full board is less than majority independent
e  Sit on more than six public company boards
Age Limits

Vote AGAINST shareholder or management proposals to limit the tenure of outside directors either through term limits
or mandatory retirement ages.

Board Size
Vote FOR proposals seeking to fix the board size or designate a range for the board size.

Vote AGAINST proposals that give management the ability to alter the size of the board outside of a specified range
without shareholder approval.

Classification/Declassification of the Board

Vote AGAINST proposals to classify the board.

Vote FOR proposals to repeal classified boards and to elect all directors annually.
Cumulative Voting

Vote AGAINST proposals to eliminate cumulative voting.




Vote proposals to restore or permit cumulative voting on a CASE-BY-CASE basis on the extent that shareholders have
access to the board through their own nominations.

Director and Officer Indemnification and Liability Protection

Proposals on director and officer indemnification and liability protection should be evaluated on a CASE-BY-CASE
basis, using Delaware law as the standard.

Vote AGAINST proposals to eliminate entirely directors’ and officers’ liability for monetary damages for violating the
duty of care.

Vote AGAINST indemnification proposals that would expand coverage beyond just legal expenses to acts, such as
negligence, that are more serious violations of fiduciary obligation than mere carelessness.

Vote FOR only those proposals providing such expanded coverage in cases when a director’s or officer’s legal defense
was unsuccessful if both of the following apply:

e The director was found to have acted in good faith and in a manner that he reasonably believed was in
the best interests of the company, and

e Only if the director’s legal expenses would be covered.
Establish/Amend Nominee Qualifications

Vote CASE-BY-CASE on proposals that establish or amend director qualifications. Votes should be based on how
reasonable the criteria are and to what degree they may preclude dissident nominees from joining the board.

Vote AGAINST shareholder proposals requiring two candidates per board seat.

Filling Vacancies/Removal of Directors

Vote AGAINST proposals that provide that directors may be removed only for cause.

Vote FOR proposals to restore shareholder ability to remove directors with or without cause.

Vote AGAINST proposals that provide that only continuing directors may elect replacements to fill board vacancies.
Vote FOR proposals that permit shareholders to elect directors to fill board vacancies.

Independent Chairman (Separate Chairman/CEQO)

Generally vote FOR shareholder proposals requiring the position of chairman be filled by an independent director unless
there are compelling reasons to recommend against the proposal, such as counterbalancing governance structure. This
should include all of the following:

e Designated lead director, elected by and from the independent board members with clearly delineated
and comprehensive duties. (The role may alternatively reside with a presiding director, vice chairman,
or rotating lead director).

e Two-thirds independent board

e  All-independent key committees

e  Established governance guidelines
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Majority of Independent Directors/Establishment of Committees

Vote FOR shareholder proposals asking that a majority or more of directors be independent unless the board composition
already meets the proposed threshold by ISS’s definition of independence.

Vote FOR shareholder proposals asking that board audit, compensation, and/or nominating committees be composed
exclusively of independent directors if they currently do not meet that standard.

Open Access

Vote CASE-BY-CASE on shareholder proposals asking for open access taking into account the ownership threshold
specified in the proposal and the proponent’s rationale for targeting the company in terms of board and director conduct.

Stock Ownership Requirements

Generally vote AGAINST shareholder proposals that mandate a minimum amount of stock that directors must own in
order to qualify as a director or to remain on the board. While ISS favors stock ownership on the part of directors, the
company should determine the appropriate ownership requirement.

Vote CASE-BY-CASE shareholder proposals asking that the company adopt a holding or retention period for its
executives (for holding stock after the vesting or exercise of equity awards), taking into account any stock ownership
requirements or holding period/retention ratio already in place and the actual ownership level of executives.

Term Limits

Vote AGAINST shareholder or management proposals to limit the tenure of outside directors either through term limits
or mandatory retirement ages.

3. Proxy Contests
Voting for Director Nominees in Contested Elections

Votes in a contested election of directors must be evaluated on a CASE-BY-CASE basis, considering the following
factors:

e Long-term financial performance of the target company relative to its industry; management’s
track record

e Background to the proxy contest
e Qualifications of director nominees (both slates)

e Evaluation of what each side is offering shareholders as well as the likelihood that the proposed
objectives and goals can be met; and stock ownership positions.

Reimbursing Proxy Solicitation Expenses

Voting to reimburse proxy solicitation expenses should be analyzed on a CASE-BY-CASE basis. In cases where ISS
recommends in favor of the dissidents, we also recommend voting for reimbursing proxy solicitation expenses.

Confidential Voting

Vote FOR shareholder proposals requesting that corporations adopt confidential voting, use independent vote tabulators
and use independent inspectors of election, as long as the proposal includes a provision for proxy contests as follows: In
the case of a contested election, management should be permitted to request that the dissident group honor its
confidential voting policy. If the dissidents agree, the policy remains in place. If the dissidents will not agree, the
confidential voting policy is waived.
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Vote FOR management proposals to adopt confidential voting.
4. Antitakeover Defenses and Voting Related Issues
Advance Notice Requirements for Shareholder Proposals/Nominations
Votes on advance notice proposals are determined on a CASE-BY-CASE basis, giving support to those proposals which
allow shareholders to submit proposals as close to the meeting date as reasonably possible and within the broadest
window possible.
Amend Bylaws without Shareholder Consent
Vote AGAINST proposals giving the board exclusive authority to amend the bylaws.
Vote FOR proposals giving the board the ability to amend the bylaws in addition to shareholders.
Poison Pills

Vote FOR shareholder proposals requesting that the company submit its poison pill to a shareholder vote or redeem it.
Vote FOR shareholder proposals asking that any future pill be put to a shareholder vote.
Shareholder Ability to Act by Written Consent
Vote AGAINST proposals to restrict or prohibit shareholder ability to take action by written consent.
Vote FOR proposals to allow or make easier shareholder action by written consent.
Shareholder Ability to Call Special Meetings
Vote AGAINST proposals to restrict or prohibit shareholder ability to call special meetings.
Vote FOR proposals that remove restrictions on the right of shareholders to act independently of management.
Supermajority Vote Requirements
Vote AGAINST proposals to require a supermajority shareholder vote.
Vote FOR proposals to lower supermajority vote requirements.
5. Mergers and Corporate Restructurings
Appraisal Rights
Vote FOR proposals to restore, or provide shareholders with, rights of appraisal.
Asset Purchases
Vote CASE-BY-CASE on asset purchase proposals, considering the following factors:

e  Purchase price

e Fairness opinion

e Financial and strategic benefits

e How the deal was negotiated
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e Conflicts of interest

e Other alternatives for the business

e Noncompletion risk.
Asset Sales
Votes on asset sales should be determined on a CASE-BY-CASE basis, considering the following factors:

e Impact on the balance sheet/working capital

e  Potential elimination of diseconomies

e Anticipated financial and operating benefits

e Anticipated use of funds

e Value received for the asset

e  Fairness opinion

e How the deal was negotiated

e Conflicts of interest.
Bundled Proposals
Review on a CASE-BY-CASE basis bundled or “conditioned” proxy proposals. In the case of items that are conditioned
upon each other, examine the benefits and costs of the packaged items. In instances when the joint effect of the
conditioned items is not in shareholders’ best interests, vote against the proposals. If the combined effect is positive,
support such proposals.
Conversion of Securities
Votes on proposals regarding conversion of securities are determined on a CASE-BYCASE basis. When evaluating these
proposals the investor should review the dilution to existing shareholders, the conversion price relative to market value,

financial issues, control issues, termination penalties, and conflicts of interest.

Vote FOR the conversion if it is expected that the company will be subject to onerous penalties or will be forced to file
for bankruptcy if the transaction is not approved.

Corporate Reorganization/Debt Restructuring/Prepackaged Bankruptcy Plans/Reverse Leveraged
Buyouts/Wrap Plans

Votes on proposals to increase common and/or preferred shares and to issue shares as part of a debt restructuring plan are
determined on a CASE-BY-CASE basis, taking into consideration the following:

e Dilution to existing shareholders’ position

e  Terms of the offer

e  Financial issues

e Management’s efforts to pursue other alternatives

e  Control issues
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e  Conflicts of interest.

Vote FOR the debt restructuring if it is expected that the company will file for bankruptcy if the transaction is not
approved.

Formation of Holding Company

Votes on proposals regarding the formation of a holding company should be determined on a CASE-BY-CASE basis,
taking into consideration the following:

e The reasons for the change

Any financial or tax benefits

Regulatory benefits
e Increases in capital structure
e Changes to the articles of incorporation or bylaws of the company.

Absent compelling financial reasons to recommend the transaction, vote AGAINST the formation of a holding company
if the transaction would include either of the following:

e Increases in common or preferred stock in excess of the allowable maximum as calculated by the ISS
Capital Structure model

e Adverse changes in shareholder rights
Going Private Transactions (LBOs and Minority Squeezeouts)
Vote going private transactions on a CASE-BY-CASE basis, taking into account the following: offer price/premium,
fairness opinion, how the deal was negotiated, conflicts of interest, other alternatives/offers considered, and
noncompletion risk.
Joint Ventures
Votes CASE-BY-CASE on proposals to form joint ventures, taking into account the following: percentage of
assets/business contributed, percentage ownership, financial and strategic benefits, governance structure, conflicts of
interest, other alternatives, and noncompletion risk.

Liquidations

Votes on liquidations should be made on a CASE-BY-CASE basis after reviewing management’s efforts to pursue other
alternatives, appraisal value of assets, and the compensation plan for executives managing the liquidation.

Vote FOR the liquidation if the company will file for bankruptcy if the proposal is not approved.
Mergers and Acquisitions/ Issuance of Shares to Facilitate Merger or Acquisition

Votes on mergers and acquisitions should be considered on a CASE-BY-CASE basis, determining whether the
transaction enhances shareholder value by giving consideration to the following:

e Prospects of the combined company, anticipated financial and operating benefits
e Offer price

e  Fairness opinion
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e How the deal was negotiated

e Changes in corporate governance

e  Change in the capital structure

e  Conflicts of interest.
Private Placements/Warrants/Convertible Debentures
Votes on proposals regarding private placements should be determined on a CASE-BY-CASE basis. When evaluating
these proposals the investor should review: dilution to existing shareholders’ position, terms of the offer, financial issues,

management’s efforts to pursue other alternatives, control issues, and conflicts of interest.

Vote FOR the private placement if it is expected that the company will file for bankruptcy if the transaction is not
approved.

Spinoffs
Votes on spinoffs should be considered on a CASE-BY-CASE basis depending on:

e  Tax and regulatory advantages

e  Planned use of the sale proceeds

e Valuation of spinoff

e  Fairness opinion

e Benefits to the parent company

e  Conflicts of interest

e  Managerial incentives

e  Corporate governance changes

e Changes in the capital structure.
Value Maximization Proposals
Vote CASE-BY-CASE on shareholder proposals seeking to maximize shareholder value by hiring a financial advisor to
explore strategic alternatives, selling the company or liquidating the company and distributing the proceeds to
shareholders. These proposals should be evaluated based on the following factors: prolonged poor performance with no
turnaround in sight, signs of entrenched board and management, strategic plan in place for improving value, likelihood
of receiving reasonable value in a sale or dissolution, and whether company is actively exploring its strategic options,
including retaining a financial advisor.
6. State of Incorporation

Control Share Acquisition Provisions

Vote FOR proposals to opt out of control share acquisition statutes unless doing so would enable the completion of a
takeover that would be detrimental to shareholders.

Vote AGAINST proposals to amend the charter to include control share acquisition provisions.

Vote FOR proposals to restore voting rights to the control shares.
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Control Share Cashout Provisions

Vote FOR proposals to opt out of control share cashout statutes.

Disgorgement Provisions

Vote FOR proposals to opt out of state disgorgement provisions.

Fair Price Provisions

Vote proposals to adopt fair price provisions on a CASE-BY-CASE basis, evaluating factors such as the vote required to
approve the proposed acquisition, the vote required to repeal the fair price provision, and the mechanism for determining

the fair price.

Generally, vote AGAINST fair price provisions with shareholder vote requirements greater than a majority of
disinterested shares.

Freezeout Provisions
Vote FOR proposals to opt out of state freezeout provisions.
Greenmail

Vote FOR proposals to adopt antigreenmail charter of bylaw amendments or otherwise restrict a company’s ability to
make greenmail payments.

Review on a CASE-BY-CASE basis antigreenmail proposals when they are bundled with other charter or bylaw
amendments.

Reincorporation Proposals

Proposals to change a company’s state of incorporation should be evaluated on a CASE-BY- CASE basis, giving
consideration to both financial and corporate governance concerns, including the reasons for reincorporating, a
comparison of the governance provisions, and a comparison of the jurisdictional laws.

Vote FOR reincorporation when the economic factors outweigh any neutral or negative governance changes.

Stakeholder Provisions

Vote AGAINST proposals that ask the board to consider nonshareholder constituencies or other nonfinancial effects
when evaluating a merger or business combination.

State Antitakeover Statutes

Review on a CASE-BY-CASE basis proposals to opt in or out of state takeover statutes (including control share
acquisition statutes, control share cash-out statutes, freezeout provisions, fair price provisions, stakeholder laws, poison
pill endorsements, severance pay and labor contract provisions, antigreenmail provisions, and disgorgement provisions).
7. Capital Structure

Adjustments to Par Value of Common Stock

Vote FOR management proposals to reduce the par value of common stock.

Common Stock Authorization

Votes on proposals to increase the number of shares of common stock authorized for issuance are determined on a
CASE-BY-CASE basis using a model developed by ISS.
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Vote AGAINST proposals at companies with dual-class capital structures to increase the number of authorized shares of
the class of stock that has superior voting rights.

Vote FOR proposals to approve increases beyond the allowable increase when a company’s shares are in danger of being
delisted or if a company’s ability to continue to operate as a going concern is uncertain.

Dual-class Stock
Vote AGAINST proposals to create a new class of common stock with superior voting rights.
Vote FOR proposals to create a new class of nonvoting or subvoting common stock if:
e It is intended for financing purposes with minimal or no dilution to current shareholders
e It is not designed to preserve the voting power of an insider or significant shareholder
Issue Stock for Use with Rights Plan

Vote AGAINST proposals that increase authorized common stock for the explicit purpose of implementing a shareholder
rights plan (poison pill).

Preemptive Rights

Review on a CASE-BY-CASE basis shareholder proposals that seek preemptive rights. In evaluating proposals on
preemptive rights, consider the size of a company, the characteristics of its shareholder base, and the liquidity of
the stock.

Preferred Stock

Vote AGAINST proposals authorizing the creation of new classes of preferred stock with unspecified voting, conversion,
dividend distribution, and other rights (“blank check™ preferred stock).

Vote FOR proposals to create “declawed” blank check preferred stock (stock that cannot be used as a takeover defense).

Vote FOR proposals to authorize preferred stock in cases where the company specifies the voting, dividend, conversion,
and other rights of such stock and the terms of the preferred stock appear reasonable.

Vote AGAINST proposals to increase the number of blank check preferred stock authorized for issuance when no shares
have been issued or reserved for a specific purpose.

Vote CASE-BY-CASE on proposals to increase the number of blank check preferred shares after analyzing the number
of preferred shares available for issue given a company’s industry and performance in terms of shareholder returns.

Recapitalization

Votes CASE-BY-CASE on recapitalizations (reclassifications of securities), taking into account the following: more
simplified capital structure, enhanced liquidity, fairness of conversion terms, impact on voting power and dividends,
reasons for the reclassification, conflicts of interest, and other alternatives considered.

Reverse Stock Splits

Vote FOR management proposals to implement a reverse stock split when the number of authorized shares will be
proportionately reduced.

Vote FOR management proposals to implement a reverse stock split to avoid delisting.

Votes on proposals to implement a reverse stock split that do not proportionately reduce the number of shares authorized
for issue should be determined on a CASE-BY-CASE basis using a model developed by ISS.
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Share Repurchase Programs

Vote FOR management proposals to institute open-market share repurchase plans in which all shareholders may
participate on equal terms.

Stock Distributions: Splits and Dividends

Vote FOR management proposals to increase the common share authorization for a stock split or share dividend,
provided that the increase in authorized shares would not result in an excessive number of shares available for issuance
as determined using a model developed by ISS.

Tracking Stock

Votes on the creation of tracking stock are determined on a CASE-BY-CASE basis, weighing the strategic value of the
transaction against such factors as: adverse governance changes, excessive increases in authorized capital stock, unfair
method of distribution, diminution of voting rights, adverse conversion features, negative impact on stock option plans,
and other alternatives such as spinoff.

8. Executive and Director Compensation

Votes with respect to equity-based compensation plans should be determined on a CASE-BY-CASE basis. Our
methodology for reviewing compensation plans primarily focuses on the transfer of shareholder wealth (the dollar cost
of pay plans to shareholders instead of simply focusing on voting power dilution). Using the expanded compensation
data disclosed under the SEC’s rules, ISS will value every award type. ISS will include in its analyses an estimated dollar
cost for the proposed plan and all continuing plans. This cost, dilution to shareholders’ equity, will also be expressed as
a percentage figure for the transfer of shareholder wealth, and will be considered long with dilution to voting power.
Once ISS determines the estimated cost of the plan, we compare it to a company-specific dilution cap.

Our model determines a company-specific allowable pool of shareholder wealth that may be transferred from the
company to plan participants, adjusted for:

e Long-term corporate performance (on an absolute basis and relative to a standard industry peer group
and an appropriate market index),

e  Cash compensation, and

e (Categorization of the company as emerging, growth, or mature.
These adjustments are pegged to market capitalization.
Vote AGAINST plans that expressly permit the repricing of underwater stock options without shareholder approval.
Generally vote AGAINST plans in which the CEO participates if there is a disconnect between the CEO’s pay and
company performance (an increase in pay and a decrease in performance) and the main source of the pay increase (over
half) is equity-based. A decrease in performance is based on negative one- and three-year total shareholder returns. An
increase in pay is based on the CEQO’s total direct compensation (salary, cash bonus, present value of stock options, face
value of restricted stock, face value of long-term incentive plan payouts, and all other compensation) increasing over the
previous year. Also WITHHOLD votes from the Compensation Committee members.

Director Compensation

Votes on compensation plans for directors are determined on a CASE-BY-CASE basis, using a proprietary, quantitative
model developed by ISS.

Stock Plans in Lieu of Cash

Votes for plans which provide participants with the option of taking all or a portion of their cash compensation in the
form of stock are determined on a CASE-BY-CASE basis.
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Vote FOR plans which provide a dollar-for-dollar cash for stock exchange.

Votes for plans which do not provide a dollar-for-dollar cash for stock exchange should be determined on a
CASE-BY-CASE basis using a proprietary, quantitative model developed by ISS.

Director Retirement Plans

Vote AGAINST retirement plans for nonemployee directors.

Vote FOR shareholder proposals to eliminate retirement plans for nonemployee directors.
Management Proposals Seeking Approval to Reprice Options

Votes on management proposals seeking approval to reprice options are evaluated on a CASE-BY-CASE basis giving
consideration to the following:

e Historic trading patterns

e Rationale for the repricing

e Value-for-value exchange

e  Option vesting

e Term of the option

e Exercise price

e  Participation.
Employee Stock Purchase Plans
Votes on employee stock purchase plans should be determined on a CASE-BY-CASE basis.
Vote FOR employee stock purchase plans where all of the following apply:

e Purchase price is at least 85 percent of fair market value

e  Offering period is 27 months or less, and

e The number of shares allocated to the plan is ten percent or less of the outstanding shares
Vote AGAINST employee stock purchase plans where any of the following apply:

e Purchase price is less than 85 percent of fair market value, or

e Offering period is greater than 27 months, or

e The number of shares allocated to the plan is more than ten percent of the outstanding shares
Incentive Bonus Plans and Tax Deductibility Proposals (OBRA-Related Compensation Proposals)

Vote FOR proposals that simply amend shareholder-approved compensation plans to include administrative features or
place a cap on the annual grants any one participant may receive to comply with the provisions of Section 162(m).

Vote FOR proposals to add performance goals to existing compensation plans to comply with the provisions of Section
162(m) unless they are clearly inappropriate.
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Votes to amend existing plans to increase shares reserved and to qualify for favorable tax treatment under the provisions
of Section 162(m) should be considered on a CASE-BYCASE basis using a proprietary, quantitative model developed
by ISS.

Generally vote FOR cash or cash and stock bonus plans that are submitted to shareholders for the purpose of exempting
compensation from taxes under the provisions of Section 162(m) if no increase in shares is requested.

Employee Stock Ownership Plans (ESOPs)

Vote FOR proposals to implement an ESOP or increase authorized shares for existing ESOPs, unless the number of
shares allocated to the ESOP is excessive (more than five percent of outstanding shares.)

401(k) Employee Benefit Plans

Vote FOR proposals to implement a 401(k) savings plan for employees.

Shareholder Proposals Regarding Executive and Director Pay

Generally, vote FOR shareholder proposals seeking additional disclosure of executive and director pay information,
provided the information requested is relevant to shareholders’ needs, would not put the company at a competitive

disadvantage relative to its industry, and is not unduly burdensome to the company.

Vote AGAINST shareholder proposals seeking to set absolute levels on compensation or otherwise dictate the amount or
form of compensation.

Vote AGAINST shareholder proposals requiring director fees be paid in stock only.
Vote FOR shareholder proposals to put option repricings to a shareholder vote.

Vote on a CASE-BY-CASE basis for all other shareholder proposals regarding executive and director pay, taking into
account company performance, pay level versus peers, pay level versus industry, and long term corporate outlook.

Option Expensing

Generally vote FOR shareholder proposals asking the company to expense stock options, unless the company has already
publicly committed to expensing options by a specific date.

Performance-Based Stock Options

Vote CASE-BY-CASE on shareholder proposals advocating the use of performance based stock options (indexed,
premium-priced, and performance-vested options), taking into account:

e The proposal is overly restrictive (e.g., it mandates that all awards to employees must be
performance-based or all awards to top executives must be a particular type, such as indexed options)

e The company demonstrates that it is using a substantial portion of performance based awards for its top
executives

Golden Parachutes and Executive Severance Agreements

Vote FOR shareholder proposals to require golden parachutes or executive severance agreements to be submitted for
shareholder ratification, unless the proposal requires shareholder approval prior to entering into employment contracts.

Vote on a CASE-BY-CASE basis on proposals to ratify or cancel golden parachutes. An acceptable parachute should
include the following:

e  The parachute should be less attractive than an ongoing employment opportunity with the firm
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e The triggering mechanism should be beyond the control of management
e  The amount should not exceed three times base salary plus guaranteed benefits
Pension Plan Income Accounting

Generally vote FOR shareholder proposals to exclude pension plan income in the calculation of earnings used in
determining executive bonuses/compensation.

Supplemental Executive Retirement Plans (SERPs)

Generally vote FOR shareholder proposals requesting to put extraordinary benefits contained in SERP agreements to a
shareholder vote unless the company’s executive pension plans do not contain excessive benefits beyond what is offered
under employee-wide plans.

9. Social and Environmental Issues

CONSUMER ISSUES AND PUBLIC SAFETY

Animal Rights

Vote CASE-BY-CASE on proposals to phase out the use of animals in product testing, taking into account:

e The nature of the product and the degree that animal testing is necessary or federally mandated (such
as medical products),

e The availability and feasibility of alternatives to animal testing to ensure product safety, and
e The degree that competitors are using animal-free testing.
Generally vote FOR proposals seeking a report on the company’s animal welfare standards unless:
e  The company has already published a set of animal welfare standards and monitors compliance
e  The company’s standards are comparable to or better than those of peer firms, and
e  There are no serious controversies surrounding the company’s treatment of animals
Drug Pricing

Vote CASE-BY-CASE on proposals asking the company to implement price restraints on pharmaceutical products,
taking into account:

e Whether the proposal focuses on a specific drug and region

e Whether the economic benefits of providing subsidized drugs (e.g., public goodwill) outweigh the
costs in terms of reduced profits, lower R&D spending, and harm to competitiveness

e The extent that reduced prices can be offset through the company’s marketing budget without affecting
R&D spending

e Whether the company already limits price increases of its products

e Whether the company already contributes life-saving pharmaceuticals to the needy and Third World
countries

e The extent that peer companies implement price restraints
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Genetically Modified Foods

Vote CASE-BY-CASE on proposals asking for the preparation of a report on the financial, legal, and environmental
impact of continued use of genetically engineered (GE) ingredients/seeds, taking into account:

e The relevance of the proposal in terms of the company’s business and the proportion of it affected by
the resolution

e  The quality of the company’s disclosure on risks related to GE product use and how this disclosure
compares with peer company disclosure

e The percentage of revenue derived from international operations, particularly in Europe, where GE
products are more regulated and consumer backlash is more pronounced.

Genetically Engineered Foods — Feasibility of Labeling

Vote AGAINST proposals asking companies to voluntarily label genetically engineered (GE) ingredients in their
products or alternatively to provide interim labeling and eventually eliminate GE ingredients due to the costs and
feasibility of labeling and/or phasing out the use of GE ingredients.

Vote CASE-BY-CASE on proposals asking for a report on the feasibility of labeling products containing GE ingredients,
taking into account:

e The relevance of the proposal in terms of the company’s business and the proportion of it affected by
the resolution

e The quality of the company’s disclosure on GE product labeling and related voluntary initiative and
how this disclosure compares with peer company disclosure

e Company’s current disclosure on the feasibility of GE product labeling, including information on the
related costs

e Any voluntary labeling initiative undertaken or considered by the company.

Vote CASE-BY-CASE on proposals asking for the preparation of a report on the financial, legal, and environmental
impact of continued use of GE ingredients/seeds.

e The relevance of the proposal in terms of the company’s business and the proportion of it affected by
the resolution

e The quality of the company’s disclosure risks related to GE product use and how this disclosure
compares with peer company disclosure

e  The percentage of revenue derived from international operations, particularly in Europe, where GE
products are more regulated and consumer backlash is more pronounced.

Vote AGAINST proposals seeking a report on the health and environmental effects of genetically modified organisms
(GMOs). Health studies of this sort are better undertaken by regulators and the scientific community.

Vote AGAINST proposals to completely phase out GE ingredients from the company’s products or proposals asking for
reports outlining the steps necessary to eliminate GE ingredients from the company’s products. Such resolutions
presuppose that there are proven health risks to GE ingredients (an issue better left to federal regulators) that outweigh
the economic benefits derived from biotechnology.




Handguns

Generally vote AGAINST requests for reports on a company’s policies aimed at curtailing gun violence in the United
States unless the report is confined to product safety information. Criminal misuse of firearms is beyond company control
and instead falls within the purview of law enforcement agencies.

HIV/AIDS

Vote CASE-BY-CASE on requests for reports outlining the impact of the health pandemic (HIV/AIDS, malaria and
tuberculosis) on the company’s Sub-Saharan operations and how the company is responding to it, taking into account:

e The nature and size of the company’s operations in Sub-Saharan Africa and the number of local
employees

e The company’s existing healthcare policies, including benefits and healthcare access for local workers
e  Company donations to healthcare providers in the region

Vote CASE-BY-CASE on proposals asking companies to establish, implement, and report on a standard of response to
the HIV/AIDS, tuberculosis and malaria pandemic in Africa and other developing countries, taking into account:

e The company’s actions in developing countries to address HIV/AIDS, tuberculosis and malaria,
including donations of pharmaceuticals and work with public health organizations

e The company’s initiatives in this regard compared to those of peer companies
Predatory Lending

Vote CASE-BY CASE on requests for reports on the company’s procedures for preventing predatory lending, including
the establishment of a board committee for oversight, taking into account:

e Whether the company has adequately disclosed mechanisms in place to prevent abusive lending
practices

e Whether the company has adequately disclosed the financial risks of its subprime business
e Whether the company has been subject to violations of lending laws or serious lending controversies
e Peer companies’ policies to prevent abusive lending practices.

Tobacco

Most tobacco-related proposals should be evaluated on a CASE-BY-CASE basis, taking into account the following
factors:

Second-hand smoke:
e Whether the company complies with all local ordinances and regulations

e The degree that voluntary restrictions beyond those mandated by law might hurt the company’s
competitiveness

e The risk of any health-related liabilities.
Adpvertising to youth:

e Whether the company complies with federal, state, and local laws on the marketing of tobacco or if it
has been fined for violations
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e Whether the company has gone as far as peers in restricting advertising

e Whether the company entered into the Master Settlement Agreement, which restricts marketing of
tobacco to youth

e Whether restrictions on marketing to youth extend to foreign countries
Cease production of tobacco-related products or avoid selling products to tobacco companies:

e The percentage of the company’s business affected

e The economic loss of eliminating the business versus any potential tobacco-related liabilities.
Spinoff tobacco-related businesses:

e The percentage of the company’s business affected

e The feasibility of a spinoff

e Potential future liabilities related to the company’s tobacco business.
Stronger product warnings:
Vote AGAINST proposals seeking stronger product warnings. Such decisions are better left to public health authorities.
Investment in tobacco stocks:

Vote AGAINST proposals prohibiting investment in tobacco equities. Such decisions are better left to portfolio
managers.

ENVIRONMENT AND ENERGY
Arctic National Wildlife Refuge

Vote CASE-BY-CASE on reports outlining potential environmental damage from drilling in the Arctic National Wildlife
Refuge (ANWR), taking into account:

e Whether there are publicly available environmental impact reports;

e Whether the company has a poor environmental track record, such as violations of federal and state
regulations or accidental spills; and

e The current status of legislation regarding drilling in ANWR.
CERES Principles
Vote CASE-BY-CASE on proposals to adopt the CERES Principles, taking into account:

e The company’s current environmental disclosure beyond legal requirements, including environmental
health and safety (EHS) audits and reports that may duplicate CERES

e The company’s environmental performance record, including violations of federal and state
regulations, level of toxic emissions, and accidental spills

e  Environmentally conscious practices of peer companies, including endorsement of CERES

e Costs of membership and implementation.
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Environmental-Economic Risk Proposals

Vote CASE-BY-CASE on proposals requesting reports assessing economic risks of environmental pollution or climate
change, taking into account whether the company has clearly disclosed the following in its public documents:

e Approximate costs of complying with current or proposed environmental laws

e  Steps company is taking to reduce greenhouse gasses or other environmental pollutants

e  Measurements of the company’s emissions levels

e Reduction targets or goals for environmental pollutants including greenhouse gasses
Environmental Reports

Generally vote FOR requests for reports disclosing the company’s environmental policies unless it already has
well-documented environmental management systems that are available to the public.

Global Warming
Generally vote FOR reports on the level of greenhouse gas emissions from the company’s operations and products,
unless the report is duplicative of the company’s current environmental disclosure and reporting or is not integral to the
company’s line of business. However, additional reporting may be warranted if:

e  The company’s level of disclosure lags that of its competitors, or

e The company has a poor environmental track record, such as violations of federal and state regulations.
Recycling
Vote CASE-BY-CASE on proposals to adopt a comprehensive recycling strategy, taking into account:

e The nature of the company’s business and the percentage affected

e The extent that peer companies are recycling

e The timetable prescribed by the proposal

e The costs and methods of implementation

e Whether the company has a poor environmental track record, such as violations of federal and state
regulations.

Renewable Energy
Vote CASE-BY-CASE on proposals to invest in renewable energy sources, taking into account:
e The nature of the company’s business and the percentage affected
e The extent that peer companies are switching from fossil fuels to cleaner sources
e The timetable and specific action prescribed by the proposal
e The costs of implementation

e The company’s initiatives to address climate change
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Generally vote FOR requests for reports on the feasibility of developing renewable energy sources, unless the report is
duplicative of the company’s current environmental disclosure and reporting or is not integral to the company’s line
of business.

Sustainability Report

Generally vote FOR proposals requesting the company report on its policies and practices related to social,
environmental, and economic sustainability, unless the company is already reporting on its sustainability initiatives
through existing reports such as:

e A combination of an EHS or other environmental report, code of conduct, and/or supplier/vendor
standards, and equal opportunity and diversity data and programs, all of which are publicly available,
or

e A report based on Global Reporting Initiative (GRI) or similar guidelines.

Vote FOR shareholder proposals asking companies to provide a sustainability report applying the GRI guidelines unless

e The company already has a comprehensive sustainability report or equivalent addressing the essential
elements of the GRI guidelines

e The company has publicly committed to using the GRI format by a specific date
GENERAL CORPORATE ISSUES
Link Executive Compensation to Social Performance
Vote CASE-BY-CASE on proposals to review ways of linking executive compensation to social factors, such as
corporate downsizings, customer or employee satisfaction, community involvement, human rights, environmental

performance, predatory lending, and executive/employee pay disparities. Such resolutions should be evaluated in the
context of:

The relevance of the issue to be linked to pay
e  The degree that social performance is already included in the company’s pay structure and disclosed
e The degree that social performance is used by peer companies in setting pay

e Violations or complaints filed against the company relating to the particular social performance
measure

e Artificial limits sought by the proposal, such as freezing or capping executive pay
e Independence of the compensation committee
e Current company pay levels.
Charitable/Political Contributions
Generally vote AGAINST proposals asking the company to affirm political nonpartisanship in the workplace so long as:
e The company is in compliance with laws governing corporate political activities, and

e The company has procedures in place to ensure that employee contributions to company-sponsored
political action committees (PACs) are strictly voluntary and not coercive.

Vote AGAINST proposals to report or publish in newspapers the company’s political contributions. Federal and state
laws restrict the amount of corporate contributions and include reporting requirements.
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Vote AGAINST proposals disallowing the company from making political contributions. Businesses are affected by
legislation at the federal, state, and local level and barring contributions can put the company at a competitive
disadvantage.

Vote AGAINST proposals restricting the company from making charitable contributions. Charitable contributions are
generally useful for assisting worthwhile causes and for creating goodwill in the community. In the absence of bad faith,
self-dealing, or gross negligence, management should determine which contributions are in the best interests of
the company.

Vote AGAINST proposals asking for a list of company executives, directors, consultants, legal counsels, lobbyists, or
investment bankers that have prior government service and whether such service had a bearing on the business of the
company. Such a list would be burdensome to prepare without providing any meaningful information to shareholders.
LABOR STANDARDS AND HUMAN RIGHTS

China Principles

Vote AGAINST proposals to implement the China Principles unless:

e  There are serious controversies surrounding the company’s China operations, and

e The company does not have a code of conduct with standards similar to those promulgated by the
International Labor Organization (ILO).

Country-specific human rights reports

Vote CASE-BY-CASE on requests for reports detailing the company’s operations in a particular country and steps to
protect human rights, based on:

e  The nature and amount of company business in that country

The company’s workplace code of conduct

Proprietary and confidential information involved

e  Company compliance with U.S. regulations on investing in the country

Level of peer company involvement in the country.

International Codes of Conduct/Vendor Standards

Vote CASE-BY-CASE on proposals to implement certain human rights standards at company facilities or those of its
suppliers and to commit to outside, independent monitoring. In evaluating these proposals, the following should be

considered:

e The company’s current workplace code of conduct or adherence to other global standards and the
degree they meet the standards promulgated by the proponent

e Agreements with foreign suppliers to meet certain workplace standards
e Whether company and vendor facilities are monitored and how

e Company participation in fair labor organizations

e  Type of business

e Proportion of business conducted overseas
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Countries of operation with known human rights abuses

Whether the company has been recently involved in significant labor and human rights controversies or
violations

Peer company standards and practices

Union presence in company’s international factories

Generally vote FOR reports outlining vendor standards compliance unless any of the following apply:

The company does not operate in countries with significant human rights violations
The company has no recent human rights controversies or violations, or

The company already publicly discloses information on its vendor standards compliance.

MacBride Principles

Vote CASE-BY-CASE on proposals to endorse or increase activity on the MacBride Principles, taking into account:

Company compliance with or violations of the Fair Employment Act of 1989
Company antidiscrimination policies that already exceed the legal requirements
The cost and feasibility of adopting all nine principles

The cost of duplicating efforts to follow two sets of standards (Fair Employment and the MacBride
Principles)

The potential for charges of reverse discrimination

The potential that any company sales or contracts in the rest of the United Kingdom could be
negatively impacted

The level of the company’s investment in Northern Ireland
The number of company employees in Northern Ireland
The degree that industry peers have adopted the MacBride Principles

Applicable state and municipal laws that limit contracts with companies that have not adopted the
MacBride Principles.

MILITARY BUSINESS

Foreign Military Sales/Offsets

Vote AGAINST reports on foreign military sales or offsets. Such disclosures may involve sensitive and confidential
information. Moreover, companies must comply with government controls and reporting on foreign military sales.

Landmines and Cluster Bombs

Vote CASE-BY-CASE on proposals asking a company to renounce future involvement in antipersonnel landmine
production, taking into account:

Whether the company has in the past manufactured landmine components
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e Whether the company’s peers have renounced future production

Vote CASE-BY-CASE on proposals asking a company to renounce future involvement in cluster bomb production,
taking into account:

e What weapons classifications the proponent views as cluster bombs
e Whether the company currently or in the past has manufactured cluster bombs or their components
e The percentage of revenue derived from cluster bomb manufacture
e Whether the company’s peers have renounced future production
Nuclear Weapons
Vote AGAINST proposals asking a company to cease production of nuclear weapons components and delivery systems,
including disengaging from current and proposed contracts. Components and delivery systems serve multiple military
and non-military uses, and withdrawal from these contracts could have a negative impact on the company’s business.

Operations in Nations Sponsoring Terrorism (Iran)

Vote CASE-BY-CASE on requests for a board committee review and report outlining the company’s financial and
reputational risks from its operations in Iran, taking into account current disclosure on:

e The nature and purpose of the Iranian operations and the amount of business involved (direct and
indirect revenues and expenses) that could be affected by political disruption

e Compliance with U.S. sanctions and laws
Spaced-Based Weaponization
Generally vote FOR reports on a company’s involvement in spaced-based weaponization unless:
e The information is already publicly available or
e The disclosures sought could compromise proprietary information.
WORKPLACE DIVERSITY
Board Diversity
Generally vote FOR reports on the company’s efforts to diversify the board, unless:
e  The board composition is reasonably inclusive in relation to companies of similar size and business or
e The board already reports on its nominating procedures and diversity initiatives.

Vote CASE-BY-CASE on proposals asking the company to increase the representation of women and minorities on the
board, taking into account:

e  The degree of board diversity
e Comparison with peer companies
e  Established process for improving board diversity

e Existence of independent nominating committee
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e Use of outside search firm
e History of EEO violations.

Equal Employment Opportunity (EEO)

Generally vote FOR reports outlining the company’s affirmative action initiatives unless all of the following apply:
e The company has well-documented equal opportunity programs

e The company already publicly reports on its company-wide affirmative initiatives and provides data on
its workforce diversity, and

e  The company has no recent EEO-related violations or litigation.

Vote AGAINST proposals seeking information on the diversity efforts of suppliers and service providers, which can pose
a significant cost and administration burden on the company.

Glass Ceiling

Generally vote FOR reports outlining the company’s progress towards the Glass Ceiling Commission’s business
recommendations, unless:

e The composition of senior management and the board is fairly inclusive

e The company has well-documented programs addressing diversity initiatives and leadership
development

e The company already issues public reports on its company-wide affirmative initiatives and provides
data on its workforce diversity, and

e  The company has had no recent, significant EEO-related violations or litigation
Sexual Orientation

Vote FOR proposals seeking to amend a company’s EEO statement in order to prohibit discrimination based on sexual
orientation, unless the change would result in excessive costs for the company.

Vote AGAINST proposals to extend company benefits to or eliminate benefits from domestic partners. Benefit decisions
should be left to the discretion of the company.

10. Mutual Fund Proxies
Election of Directors
Vote the election of directors on a CASE-BY-CASE basis, considering the following factors: board structure; director
independence and qualifications; and compensation of directors within the fund and the family of funds; attendance at
board and committee meetings.
Votes should be withheld from directors who:
e Attend less than 75 percent of the board and committee meetings without a valid excuse for the
absences. Valid reasons include illness or absence due to company business. Participation via telephone
is acceptable. In addition, if the director missed only one meeting or one day’s meetings, votes should

not be withheld even if such absence dropped the director’s attendance below 75 percent.

e Ignore a shareholder proposal that is approved by a majority of shares outstanding
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e Ignore a shareholder proposal that is approved by a majority of the votes cast for two consecutive years
e Are interested directors and sit on the audit or nominating committee, or

e Are interested directors and the full board serves as the audit or nominating committee or the company
does not have one of these committees.

Convert Closed-end Fund to Open-end Fund
Vote conversion proposals on a CASE-BY-CASE basis, considering the following factors: past performance as a
closed-end fund; market in which the fund invests; measures taken by the board to address the discount; and past
shareholder activism, board activity and votes on related proposals.
Proxy Contests
Votes on proxy contests should be determined on a CASE-BY-CASE basis, considering the following factors:

e Past performance relative to its peers

e Market in which fund invests

e Measures taken by the board to address the issues

e  Past shareholder activism, board activity, and votes on related proposals

e  Strategy of the incumbents versus the dissidents

e Independence of directors

e  Experience and skills of director candidates

e  Governance profile of the company

e Evidence of management entrenchment

Investment Advisory Agreements

Votes on investment advisory agreements should be determined on a CASE-BY-CASE basis, considering the following
factors:

Proposed and current fee schedules

e Fund category/investment objective

e  Performance benchmarks

e Share price performance compared to peers

e Resulting fees relative to peers

e Assignments (where the advisor undergoes a change of control).
Approve New Classes or Series of Shares

Vote FOR the establishment of new classes or series of shares.
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Preferred Stock Proposals

Votes on the authorization for or increase in preferred shares should be determined on a CASE-BY-CASE basis,
considering the following factors: stated specific financing purpose, possible dilution for common shares, and whether
the shares can be used for antitakeover purposes.

1940 Act Policies

Votes on 1940 Act policies should be determined on a CASE-BY-CASE basis, considering the following factors:
potential competitiveness, regulatory developments, current and potential returns, and current and potential risk.

Generally vote FOR these amendments as long as the proposed changes do not fundamentally alter the investment focus
of the fund and do comply with the current SEC interpretation.

Change Fundamental Restriction to Nonfundamental Restriction

Proposals to change a fundamental restriction to a nonfundamental restriction should be evaluated on a CASE-BY-CASE
basis, considering the following factors: the fund’s target investments, the reasons given by the fund for the change, and
the projected impact of the change on the portfolio.

Change Fundamental Investment Objective to Nonfundamental

Vote AGAINST proposals to change a fund’s fundamental investment objective to nonfundamental.

Name Change Proposals

Votes on name change proposals should be determined on a CASE-BY-CASE basis, considering the following factors:
political/economic changes in the target market, consolidation in the target market, and current asset composition

Change in Fund’s Subclassification

Votes on changes in a fund’s subclassification should be determined on a CASE-BY-CASE basis, considering the
following factors: potential competitiveness, current and potential returns, risk of concentration, and consolidation in
target industry.

Disposition of Assets/Termination/Liquidation

Vote these proposals on a CASE-BY-CASE basis, considering the following factors: strategies employed to salvage the
company, the fund’s past performance, and terms of the liquidation.

Changes to the Charter Document

Votes on changes to the charter document should be determined on a CASE-BY-CASE basis, considering the following
factors:

The degree of change implied by the proposal

The efficiencies that could result

The state of incorporation

Regulatory standards and implications.
Vote AGAINST any of the following changes:
e Removal of shareholder approval requirement to reorganize or terminate the trust or any of its series

e Removal of shareholder approval requirement for amendments to the new declaration of trust
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e Removal of shareholder approval requirement to amend the fund’s management contract, allowing the
contract to be modified by the investment manager and the trust management, as permitted by the
1940 Act

e Allow the trustees to impose other fees in addition to sales charges on investment in a fund, such as
deferred sales charges and redemption fees that may be imposed upon redemption of a fund’s shares

e Removal of shareholder approval requirement to engage in and terminate subadvisory arrangements

Removal of shareholder approval requirement to change the domicile of the fund
Change the Fund’s Domicile

Vote reincorporations on a CASE-BY-CASE basis, considering the following factors: regulations of both states, required
fundamental policies of both states, and increased flexibility available.

Authorize the Board to Hire and Terminate Subadvisors Without Shareholder Approval

Vote AGAINST proposals authorizing the board to hire/terminate subadvisors without shareholder approval.
Distribution Agreements

Vote these proposals on a CASE-BY-CASE basis, considering the following factors: fees charged to comparably sized
funds with similar objectives, the proposed distributor’s reputation and past performance, the competitiveness of the fund
in the industry, and terms of the agreement.

Master-Feeder Structure

Vote FOR the establishment of a master-feeder structure.

Mergers

Vote merger proposals on a CASE-BY-CASE basis, considering the following factors: resulting fee structure,
performance of both funds, continuity of management personnel and changes in corporate governance and their impact
on shareholder rights.

Shareholder Proposals to Establish Director Ownership Requirement

Generally vote AGAINST shareholder proposals that mandate a specific minimum amount of stock that directors must
own in order to qualify as a director or to remain on the board. While ISS favors stock ownership on the part of directors,
the company should determine the appropriate ownership requirement.

Shareholder Proposals to Reimburse Shareholder for Expenses Incurred

Voting to reimburse proxy solicitation expenses should be analyzed on a CASE-BY-CASE basis. In cases where ISS
recommends in favor of the dissidents, we also recommend voting for reimbursing proxy solicitation expenses.

Shareholder Proposals to Terminate Investment Advisor
Vote to terminate the investment advisor on a CASE-BY-CASE basis, considering the following factors: performance of

the fund’s NAYV, the fund’s history of shareholder relations, and the performance of other funds under the advisor’s
management.
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