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FUND HISTORY 

 
 The Trust was organized as a Delaware statutory trust on August 1, 1996 and is registered under the 
Investment Company Act of 1940, as amended (the “1940 Act”), as an open-end management investment company. 
Prior to June 30, 2011, the Trust was known as the Masters’ Select Funds Trust.  From December 1997 through 
June 2011, the Trust was known as the Masters’ Select Investment Trust.  From August 1996, when the Trust was 
organized until December 1997, the Trust was known as the Masters Concentrated Select Trust.  The Trust consists 
of six separate series: Litman Gregory Masters Equity Fund (the “Equity Fund”), Litman Gregory Masters 
International Fund (the “International Fund”), Litman Gregory Masters Value Fund (the “Value Fund”), Litman 
Gregory Masters Smaller Companies Fund (the “Smaller Companies Fund”), Litman Gregory Masters Focused 
Opportunities Fund (the “Focused Opportunities Fund”), and the Alternative Strategies Fund.  This SAI relates only 
to the Alternative Strategies Fund. 
 

The Equity Fund commenced operations on December 31, 1996.  On April 30, 2009, the existing 
unnamed class of shares was redesignated as the Institutional Class, and the Investor Class commenced operations. 

 
The International Fund commenced operations on December 1, 1997.  On April 30, 2009, the existing 

unnamed class of shares was redesignated as the Institutional Class, and the Investor Class commenced operations. 
 
The Value Fund commenced operations on June 30, 2000.  On April 30, 2009, the existing unnamed class 

of shares was redesignated as the Institutional Class. 
 
The Smaller Companies Fund commenced operations on June 30, 2003.  On April 30, 2009, the existing 

unnamed class of shares was redesignated as the Institutional Class. 
 
The Focused Opportunities Fund commenced operations on June 30, 2006.  On April 30, 2009, the 

existing unnamed class of shares was redesignated as the Institutional Class. 
 
The Alternative Strategies Fund anticipates commencing operations on or about September 30, 2011.  

 
INVESTMENT OBJECTIVES, POLICIES AND RISKS 

 
The investment objective of the Alternative Strategies Fund is fundamental and therefore may be changed 

only with the favorable vote of the holders of a majority of the outstanding voting securities of the Fund.  The 
Alternative Strategies Fund’s objective is set forth in the Fund’s prospectus. There is no assurance that the Fund 
will achieve its investment objective.  The discussion below supplements information contained in the prospectus 
as to the investment policies of the Alternative Strategies Fund. 
 

Investment policies or descriptions that are described as percentages of “the Fund’s net assets” are 
measured as percentages of the Fund’s net assets plus borrowings for investment purposes.   

 
Cash Position 
 When a Manager believes that market conditions are unfavorable for profitable investing, or when a 
Manager is otherwise unable to locate attractive investment opportunities, the Fund’s cash or similar investments 
may increase.  In other words, the Fund does not always stay fully invested in stocks and bonds.  Cash or similar 
investments generally are a residual - they represent the assets that remain after a portfolio manager has committed 
available assets to desirable investment opportunities.  However, the Advisor or a Manager may also temporarily 
increase the Fund’s cash position to protect its assets or maintain liquidity.  Partly because the Managers act 
independently of each other, the cash positions of the Fund may vary significantly. 
 
 When the Fund’s investments in cash or similar investments increase, it may not participate in market 
advances or declines to the same extent that it would if the Fund remained more fully invested in stocks or bonds. 
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Equity Securities 
The Fund may invest in equity securities consistent with its investment objective and strategies.  Common 

stocks, preferred stocks and convertible securities are examples of equity securities. 
 
All investments in equity securities are subject to market risks that may cause their prices to fluctuate over 

time.  Historically, the equity markets have moved in cycles and the value of the securities in the Fund’s portfolio 
may fluctuate substantially from day to day.  Owning an equity security can also subject the Fund to the risk that 
the issuer may discontinue paying dividends. 

 
To the extent the Fund invests in the equity securities of small or medium-size companies, it will be 

exposed to the risks of small- and medium-sized companies.  Such companies often have limited product lines or 
services, have narrower markets for their goods and/or services, and more limited managerial and financial 
resources than larger, more established companies.  In addition, because these companies are not well-known to the 
investing public, they may not have significant institutional ownership and may be followed by relatively few 
security analysts, and there will normally be less publicly available information when compared to larger 
companies.  Adverse publicity and investor perceptions, whether or not based on fundamental analysis, can 
decrease the price and liquidity of securities held by the Fund.  As a result, as compared to larger-sized companies, 
the performance of smaller-sized companies can be more volatile and they face greater risk of business failure, 
which could increase the volatility of the Fund’s portfolio. 

 
Common Stock.  A common stock represents a proportionate share of the ownership of a company and its 

value is based on the success of the company’s business, the cash a company generates, and the value of a 
company’s assets.  However, over short periods of time, the price of any company, whether successful or not, may 
increase or decrease in price by a meaningful percentage.  In addition to the general risks set forth above, 
investments in common stocks are subject to the risk that in the event a company in which the Fund invests is 
liquidated, the holders of preferred stock and creditors of that company will be paid in full before any payments are 
made to the Fund as a holder of that company’s common stock.  It is possible that all assets of that company will be 
exhausted before any payments are made to the Fund. 

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

a preference over common stocks in dividend payments and liquidation of assets.  A preferred stock has a blend of 
the characteristics of a bond and common stock.  It can offer the higher yield of a bond and has priority over 
common stock in equity ownership, but does not have the seniority of a bond and, unlike common stock, its 
participation in the issuer’s growth may be limited.  Although the dividend is set at a fixed annual rate, in some 
circumstances it can be changed or omitted by the issuer. 

 
Convertible Securities and Warrants.  The Fund may invest in convertible securities and warrants.  A 

convertible security is a fixed-income security (a debt instrument or a preferred stock) which may be converted at a 
stated price within a specified period of time into a certain quantity of the common stock of the same or a different 
issuer.  Convertible securities are senior to common stock in an issuer’s capital structure, but are usually 
subordinated to similar non-convertible securities.  While providing a fixed-income stream (generally higher in 
yield than the income derivable from common stock but lower than that afforded by a similar non-convertible 
security), a convertible security also affords an investor the opportunity, through its conversion feature, to 
participate in the capital appreciation upon a market price advance in the convertible security’s underlying common 
stock. 

 
A warrant gives the holder the right to purchase at any time during a specified period a predetermined 

number of shares of common stock at a fixed price.  Unlike convertible debt securities or preferred stock, warrants 
do not pay a fixed dividend.  Investments in warrants involve certain risks, including the possible lack of a liquid 
market for resale of the warrants, potential price fluctuations as a result of speculation or other factors, and failure 
of the price of the underlying security to reach or have reasonable prospects of reaching a level at which the 
warrant can be prudently exercised (in which event the warrant may expire without being exercised, resulting in a 
loss of the Fund’s entire investment therein). 
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Other Corporate Debt Securities 
The Alternative Strategies Fund may invest in non-convertible debt securities of foreign and domestic 

companies over a cross-section of industries.  The debt securities in which the Fund may invest will be of varying 
maturities and may include corporate bonds, debentures, notes and other similar corporate debt instruments.  The 
value of a longer-term debt security fluctuates more widely in response to changes in interest rates than do 
shorter-term debt securities. 
 
Risks of Investing in Debt Securities 

There are a number of risks generally associated with an investment in debt securities (including 
convertible securities).  Yields on short-, intermediate-, and long-term securities depend on a variety of factors, 
including the general condition of the money and bond markets, the size of a particular offering, the maturity of the 
obligation, and the rating of the issue. 

 
Debt securities with longer maturities tend to produce higher yields and are generally subject to potentially 

greater capital appreciation and depreciation than obligations with short maturities and lower yields.  The market 
prices of debt securities usually vary, depending upon available yields.  An increase in interest rates will generally 
reduce the value of such portfolio investments, and a decline in interest rates will generally increase the value of 
such portfolio investments.  The ability of the Fund to achieve its investment objective also depends on the 
continuing ability of the issuers of the debt securities in which the Fund invests to meet its obligations for the 
payment of interest and principal when due. 

 
Risks of Investing in Lower-Rated Debt Securities 

The Alternative Strategies Fund may invest a portion of its net assets in debt securities rated below “Baa” 
by Moody’s, below “BBB” by Standard & Poor’s (“S&P”), below “BBB” by Fitch  or below investment grade by 
other recognized rating agencies, or in unrated securities of comparable quality under certain circumstances.   Some 
ratings agencies may rate a debt security higher or lower than others.  In the event of a split rating, the Advisor will 
opt for the higher rating.  Securities with ratings below “Baa” by Moody’s, below “BBB” by S&P and/or below 
“BBB” by Fitch are commonly referred to as “junk bonds.”  Such bonds are subject to greater market fluctuations 
and risk of loss of income and principal than higher rated bonds for a variety of reasons, including the following: 

 
Sensitivity to Interest Rate and Economic Changes.  The economy and interest rates affect high yield 

securities differently from other securities.  For example, the prices of high yield bonds have been found to be less 
sensitive to interest rate changes than higher-rated investments, but more sensitive to adverse economic changes or 
individual corporate developments.  Also, during an economic downturn or substantial period of rising interest 
rates, highly leveraged issuers may experience financial stress which would adversely affect their ability to service 
their principal and interest obligations, to meet projected business goals, and to obtain additional financing.  If the 
issuer of a bond defaults, the Fund may incur additional expenses to seek recovery.  In addition, periods of 
economic uncertainty and changes can be expected to result in increased volatility of market prices of high yield 
bonds and the Fund’s asset values.  

 
Payment Expectations.  High yield bonds present certain risks based on payment expectations.  For 

example, high yield bonds may contain redemption and call provisions.  If an issuer exercises these provisions in a 
declining interest rate market, the Fund would have to replace the security with a lower yielding security, resulting 
in a decreased return for investors.  Conversely, a high yield bond’s value will decrease in a rising interest rate 
market, as will the value of the Fund’s assets.  If the Fund experiences unexpected net redemptions, it may be 
forced to sell its high yield bonds without regard to their investment merits, thereby decreasing the asset base upon 
which the Fund’s expenses can be spread and possibly reducing the Fund’s rate of return. 

 
Liquidity and Valuation.  To the extent that there is no established retail secondary market, there may be 

thin trading of high yield bonds, and this may impact a Manager’s ability to accurately value high yield bonds and 
the Fund’s assets and hinder the Fund’s ability to dispose of the bonds.  Adverse publicity and investor perceptions, 
whether or not based on fundamental analysis, may decrease the values and liquidity of high yield bonds, especially 
in a thinly traded market. 
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Credit Ratings.  Credit ratings evaluate the safety of principal and interest payments, not the market value 
risk of high yield bonds.  Also, since credit rating agencies may fail to timely change the credit ratings to reflect 
subsequent events, a Manager must monitor the issuers of high yield bonds in the Fund’s portfolio to determine if 
the issuers will have sufficient cash flow and profits to meet required principal and interest payments, and to assure 
the bonds’ liquidity so the Fund can meet redemption requests.  The Fund will not necessarily dispose of a portfolio 
security when its rating has been changed. 

 
Risks of Investing in Distressed Companies  

From time to time, the Alternative Strategies Fund, may purchase the direct indebtedness of various 
companies (“Indebtedness”), or participation interests in Indebtedness (“Participations”), including Indebtedness 
and Participations of reorganizing companies.  Indebtedness can be distinguished from traditional debt securities in 
that debt securities are part of a large issue of securities to the general public which is typically registered with a 
securities registration organization, such as the U.S. Securities and Exchange Commission (“SEC”), and which is 
held by a large group of investors.  Indebtedness may not be a security, but rather, may represent a specific 
commercial loan or portion of a loan which has been given to a company by a financial institution such as a bank or 
insurance company.  The company is typically obligated to repay such commercial loan over a specified time 
period. By purchasing the Indebtedness of companies, the Fund in effect steps into the shoes of the financial 
institution which made the loan to the company prior to its restructuring or refinancing.  Indebtedness purchased by 
the Fund may be in the form of loans, notes or bonds. 

 
The length of time remaining until maturity on the Indebtedness is one factor the Managers consider in 

purchasing a particular Indebtedness.  Indebtedness which represents a specific Indebtedness of the company to a 
bank, is not considered to be a security issued by the bank selling it.  The Alternative Strategies Fund may purchase 
loans from national and state chartered banks as well as foreign banks, and they normally invest in the Indebtedness 
of a company which has the highest priority in terms of payment by the company, although on occasion lower 
priority Indebtedness also may be acquired. 

 
Participations represent fractional interests in a company’s Indebtedness.  The financial institutions that 

typically make Participations available are banks or insurance companies, governmental institutions, such as the 
Resolution Trust Corporation, the Federal Deposit Insurance Corporation or the Pension Benefit Guaranty 
Corporation, or certain organizations such as the World Bank, which are known as “supranational organizations.”  
Supranational organizations are entities established or financially supported by the national governments of one or 
more countries to promote reconstruction or development.  The Alternative Strategies Fund also may purchase 
trade claims and other direct obligations or claims (“Trade Claims”) of reorganizing companies. Indebtedness, 
Participations and Trade Claims may be illiquid as described above. 

 
Short-Term Investments 

The Alternative Strategies Fund may invest in any of the following short-term securities and instruments: 
 
Bank Certificates or Deposit, Bankers’ Acceptances and Time Deposits.  The Alternative Strategies 

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

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

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

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

maintain specified levels of reserves, limited in the amount they can loan to a single borrower, and subject to other 
regulations designed to promote financial soundness.  However, such laws and regulations do not necessarily apply 
to foreign bank obligations that the Fund may acquire. 

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

investment objectives and policies stated above and in its prospectus, the Fund may make interest-bearing time or 
other interest-bearing deposits in commercial or savings banks.  Time deposits are non-negotiable deposits 
maintained at a banking institution for a specified period of time at a specified interest rate. 

 
Savings Association Obligations.  The Alternative Strategies Fund may invest in certificates of deposit 

(interest-bearing time deposits) issued by savings banks or savings and loan associations that have capital, surplus 
and undivided profits in excess of $100 million, based on latest published reports, or less than $100 million if the 
principal amount of such obligations is fully insured by the U.S. Government. 

 
Commercial Paper, Short-Term Notes and Other Corporate Obligations.  The Alternative Strategies 

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

 
Commercial paper and short-term notes in which the Fund may invest will consist of issues rated at the 

time of purchase “A-2” or higher by S&P, “Prime-1” or “Prime-2” by Moody’s, or similarly rated by another 
nationally recognized statistical rating organization or, if unrated, will be determined by a Manager to be of 
comparable quality.  These rating symbols are described in Appendix A. 

 
Corporate obligations include bonds and notes issued by corporations to finance longer-term credit needs 

than supported by commercial paper.  While such obligations generally have maturities of ten years or more, the 
Fund may purchase corporate obligations that have remaining maturities of one year or less from the date of 
purchase and that are rated “AA” or higher by S&P or “Aa” or higher by Moody’s. 

 
Loan Participations and Assignments (Bank Debt)  

The Alternative Strategies Fund may invest in bank debt, which includes interests in loans to companies or 
their affiliates undertaken to finance a capital restructuring or in connection with recapitalizations, acquisitions, 
leveraged buyouts, refinancings or other financially leveraged transactions and may include loans which are 
designed to provide temporary or bridge financing to a borrower pending the sale of identified assets, the 
arrangement of longer-term loans or the issuance and sale of debt obligations.  These loans, which may bear fixed 
or floating rates, have generally been arranged through private negotiations between a corporate borrower and one 
or more financial institutions (“Lenders”), including banks.  The Fund’s investment may be in the form of 
participations in loans (“Participations”) or of assignments of all or a portion of loans from third parties 
(“Assignments”).  

 
The Fund has the right to receive payments of principal, interest and any fees to which it is entitled only 

from the Lender selling a Participation and only upon receipt by the Lender of the payments from the borrower.  In 
connection with purchasing Participations, the Fund generally will have no right to enforce compliance by the 
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borrower with the terms of the loan agreement relating to the loan, nor any rights of set-off against the borrower, 
and the Fund may not benefit directly from any collateral supporting the loan in which it has purchased the 
Participation.  Thus, the Fund assumes the credit risk of both the borrower and the Lender that is selling the 
Participation.  In addition, in connection with purchasing Participations, the Fund generally will have no role in 
terms of negotiating or effecting amendments, waivers and consents with respect to the loans underlying the 
Participations.  In the event of the insolvency of the Lender, the Fund may be treated as a general creditor of the 
Lender and may not benefit from any set-off between the Lender and the borrower. 

 
In certain cases, the rights and obligations acquired by the Fund through the purchase of an Assignment 

may differ from, and be more limited than, those held by the assigning selling institution.  Assignments are sold 
strictly without recourse to the selling institutions, and the selling institutions will generally make no 
representations or warranties to the Fund about the underlying loan, the borrowers, the documentation of the loans 
or any collateral securing the loans.  

 
Investments in Participations and Assignments involve additional risks, including the risk of nonpayment 

of principal and interest by the borrower, the risk that any loan collateral may become impaired and that the Fund 
may obtain less than the full value for the loan interests sold because they may be illiquid.  Purchasers of loans 
depend primarily upon the creditworthiness of the borrower for payment of interest and repayment of principal.  If 
scheduled interest or principal payments are not made, the value of the instrument may be adversely affected.  

 
Investments in loans through direct assignment of a financial institution’s interests with respect to a loan 

may involve additional risks.  For example, if a loan is foreclosed, the Fund could become part owner of any 
collateral, and would bear the costs and liabilities associated with owning and disposing of the collateral.  

 
A loan is often administered by a bank or other financial institution that acts as agent for all holders.  The 

agent administers the terms of the loan, as specified in the loan agreement.  Unless, under the terms of the loan or 
other indebtedness, the Fund has direct recourse against the borrower, the Fund may have to rely on the agent to 
apply appropriate credit remedies against a borrower.  If assets held by the agent for the benefit of the Fund were 
determined to be subject to the claims of the agent’s general creditors, the Fund might incur certain costs and 
delays in realizing payment on the loan or loan participation and could suffer a loss of principal or interest.  

 
Interests in loans are also subject to additional liquidity risks.  Loans are generally subject to legal or 

contractual restrictions on resale.  Loans are not currently listed on any securities exchange or automatic quotation 
system, but are traded by banks and other institutional investors engaged in loan syndication.  As a result, no active 
market may exist for some loans, and to the extent a secondary market exists for other loans, such market may be 
subject to irregular trading activity, wide bid/ask spreads and extended trade settlement periods.  Consequently, the 
Fund may have difficulty disposing of Assignments or Participations in response to a specific economic event such 
as deterioration in the creditworthiness of the borrower, which can result in a loss.  In such market situations, it may 
be more difficult for the Fund to assign a value to Assignments or Participations when valuing the Fund’s securities 
and calculating its net asset value (“NAV”). 

 
Money Market Funds 

The Alternative Strategies Fund may under certain circumstances invest a portion of its assets in money 
market funds.  The 1940 Act generally prohibits the Fund from investing more than 5% of the value of its total 
assets in any one investment company or more than 10% of the value of its total assets in investment companies as 
a group, and also restricts its investment in any investment company to 3% of the voting securities of such 
investment company.  There are some exceptions, however, to these limitations pursuant to various rules 
promulgated by the SEC.  The Advisor and the Managers will not impose advisory fees on assets of the Fund 
invested in a money market mutual fund.  However, an investment in a money market mutual fund will involve 
payment by the Fund of its pro rata share of advisory and administrative fees charged by such fund. 

 
Municipal Securities  

The Alternative Strategies Fund may invest in municipal securities.  Municipal securities are issued by the 
states, territories and possessions of the United States, their political subdivisions (such as cities, counties and 
towns) and various authorities (such as public housing or redevelopment authorities), instrumentalities, public 
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corporations and special districts (such as water, sewer or sanitary districts) of the states, territories, and 
possessions of the United States or their political subdivisions.  In addition, municipal securities include securities 
issued by or on behalf of public authorities to finance various privately operated facilities, such as industrial 
development bonds, that are backed only by the assets and revenues of the non-governmental user (such as 
hospitals and airports).  

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

financing for state and local governments, or financing for specific projects or public facilities.  Municipal 
securities are classified as general obligation or revenue bonds or notes. General obligation securities are secured 
by the issuer’s pledge of its full faith, credit and taxing power for the payment of principal and interest. Revenue 
securities are payable from revenue derived from a particular facility, class of facilities, or the proceeds of a special 
excise tax or other specific revenue source, but not from the issuer’s general taxing power.  The Fund will not 
invest more than 25% of its total assets in a single type of revenue bond. Private activity bonds and industrial 
revenue bonds do not carry the pledge of the credit of the issuing municipality, but generally are guaranteed by the 
corporate entity on whose behalf they are issued.  

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

facilities such as fire and sanitation vehicles, telecommunications equipment, and other assets.  Municipal leases 
(which normally provide for title to the leased assets to pass eventually to the government issuer) have evolved as a 
means for governmental issuers to acquire property and equipment without meeting the constitutional and statutory 
requirements for the issuance of debt.  The debt-issuance limitations of many state constitutions and statutes are 
deemed to be inapplicable because of the inclusion in many leases or contracts of “non-appropriation” clauses that 
provide that the governmental issuer has no obligation to make future payments under the lease or contract unless 
money is appropriated for such purpose by the appropriate legislative body on a yearly or other periodic basis.  
 
Government Obligations 

The Alternative Strategies Fund may make investments in U.S. Government obligations.  Such obligations 
include Treasury bills, certificates of indebtedness, notes and bonds, and issues of such entities as the Government 
National Mortgage Association (“GNMA”), Export-Import Bank of the United States, Tennessee Valley Authority, 
Resolution Funding Corporation, Farmers Home Administration, Federal Home Loan Banks, Federal Intermediate 
Credit Banks, Federal Farm Credit Banks, Federal Land Banks, Federal Housing Administration, Federal National 
Mortgage Association (“FNMA”), Federal Home Loan Mortgage Corporation (“FHLMC”), and the Student Loan 
Marketing Association (“SLMA”). 

 
Some of these obligations, such as those of the GNMA, are supported by the full faith and credit of the 

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

 
The Alternative Strategies Fund may invest in sovereign debt obligations of foreign countries.  A 

sovereign debtor’s willingness or ability to repay principal and interest in a timely manner may be affected by a 
number of factors, including its cash flow situation, the extent of its foreign reserves, the availability of sufficient 
foreign exchange on the date a payment is due, the relative size of the debt service burden to the economy as a 
whole, the sovereign debtor’s policy toward principal international lenders and the political constraints to which it 
may be subject.  Emerging market governments could default on their sovereign debt.  Such sovereign debtors also 
may be dependent on expected disbursements from foreign governments, multilateral agencies and other entities 
abroad to reduce principal and interest arrearages on their debt.  The commitments on the part of these 
governments, agencies and others to make such disbursements may be conditioned on a sovereign debtor’s 
implementation of economic reforms and/or economic performance and the timely service of such debtor’s 
obligations.  Failure to meet such conditions could result in the cancellation of such third parties’ commitments to 
lend funds to the sovereign debtor, which may further impair such debtor’s ability or willingness to service its debt 
in a timely manner. 
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Zero Coupon Securities 
The Alternative Strategies Fund may invest up to 35% of its net assets in zero coupon securities issued by 

the U.S. Treasury.  Zero coupon Treasury securities are U.S. Treasury notes and bonds that have been stripped of 
their unmatured interest coupons and receipts, or certificates representing interests in such stripped debt obligations 
or coupons.  Because a zero coupon security pays no interest to its holder during its life or for a substantial period 
of time, it usually trades at a deep discount from its face or par value and will be subject to greater fluctuations of 
market value in response to changing interest rates than debt obligations of comparable maturities that make current 
distributions of interest. 

 

Variable and Floating Rate Instruments 
The Alternative Strategies Fund may acquire variable and floating rate instruments.  Such instruments are 

frequently not rated by credit rating agencies; however, unrated variable and floating rate instruments purchased by 
the Fund will be determined by a Manager under guidelines established by the Board of Trustees of the Trust (the 
“Board”) to be of comparable quality at the time of the purchase to rated instruments eligible for purchase by the 
Fund.  In making such determinations, a Manager will consider the earning power, cash flow and other liquidity 
ratios of the issuers of such instruments (such issuers include financial, merchandising, bank holding and other 
companies) and will monitor their financial condition.  An active secondary market may not exist with respect to 
particular variable or floating rate instruments purchased by the Fund.  The absence of such an active secondary 
market could make it difficult for the Fund to dispose of the variable or floating rate instrument involved in the 
event that the issuer of the instrument defaults on its payment obligation or during periods in which the Fund is not 
entitled to exercise its demand rights, and the Fund could, for these or other reasons, suffer a loss to the extent of 
the default.  Variable and floating rate instruments may be secured by bank letters of credit. 

 
Asset-Backed Securities 

The Alternative Strategies Fund may invest in asset-backed securities.  Asset-backed securities are 
securities issued by trusts and special purpose entities that are backed by pools of assets, such as automobile and 
credit-card receivables and home equity loans, which pass through the payments on the underlying obligations to 
the security holders (less servicing fees paid to the originator or fees for any credit enhancement).  Typically, the 
originator of the loan or accounts receivable paper transfers it to a specially created trust, which repackages it as 
securities with a minimum denomination and a specific term.  The securities are then privately placed or publicly 
offered.  For example, the Fund may invest in collateralized debt obligations (“CDOs”), which include 
collateralized bond obligations (“CBOs”), collateralized loan obligations (“CLOs”), and other similarly structured 
entities.  CBOs and CLOs are types of asset-backed securities.  A CBO is a trust, which is backed by a diversified 
pool of high-risk, below investment grade fixed-income securities.  A CLO is a trust typically collateralized by a 
pool of loans, which may include, among others, domestic and foreign senior secured loans, senior unsecured loans, 
and subordinate corporate loans, including loans that may be rated below investment grade or equivalent unrated 
loans. 

 
The value of an asset-backed security is affected by, among other things, changes in the market’s 

perception of the asset backing the security, the creditworthiness of the servicing agent for the loan pool, the 
originator of the loans and the financial institution providing any credit enhancement.  Payments of principal and 
interest passed through to holders of asset-backed securities are frequently supported by some form of credit 
enhancement, such as a letter of credit, surety bond, limited guarantee by another entity or by having a priority to 
certain of the borrower’s other assets.  The degree of credit enhancement varies, and generally applies to only a 
portion of the asset-backed security’s par value.  Value is also affected if any credit enhancement has been 
exhausted. 

 

Mortgage-Related Securities 
The Alternative Strategies Fund may invest in mortgage-related securities.  Mortgage-related securities are 

derivative interests in pools of mortgage loans made to U.S. residential home buyers, including mortgage loans 
made by savings and loan institutions, mortgage bankers, commercial banks and others.  Pools of mortgage loans 
are assembled as securities for sale to investors by various governmental, government-related and private 
organizations.  The Fund may also invest in debt securities which are secured with collateral consisting of U.S. 
mortgage-related securities, and in other types of U.S. mortgage-related securities. 

 

 
 
 B-9 



 

The effects of the sub-prime mortgage crisis that began to unfold in 2007 continue to manifest in nearly all 
the sub-divisions of the financial services industry.  Sub-prime mortgage-related losses and write downs among 
investment banks and similar institutions reached significant levels in 2008.  The impact of these losses among 
traditional banks, investment banks, broker/dealers and insurers has forced a number of such institutions into either 
liquidation or combination, while also drastically increasing the volatility of their stock prices.  In some cases, the 
U.S. government has acted to bail out select institutions, such as insurers; however the risks associated with 
investment in stocks of such insurers has nonetheless increased substantially. 

 
Congress has passed legislation to provide the U.S. Department of the Treasury with the authority to issue 

up to $700 billion of Treasury securities to finance the purchase of troubled assets from financial institutions.  
There can be no assurance that this legislation will cause the risks associated with investment in the stock market in 
general or in financial services company stocks to decrease. 

U.S. Mortgage Pass-Through Securities.  Interests in pools of mortgage-related securities differ from 
other forms of debt securities, which normally provide for periodic payment of interest in fixed amounts with 
principal payments at maturity or specified call dates.  Instead, these securities provide a monthly payment that 
consists of both interest and principal payments.  In effect, these payments are a “pass-through” of the monthly 
payments made by the individual borrowers on their residential mortgage loans, net of any fees paid to the issuer or 
guarantor of such securities.  Additional payments are caused by repayments of principal resulting from the sale of 
the underlying residential property, refinancing or foreclosure, net of fees or costs which may be incurred.  Some 
mortgage-related securities (such as securities issued by GNMA) are described as “modified pass-throughs.”  These 
securities entitle the holder to receive all interest and principal payments owed on the mortgage pool, net of certain 
fees, at the scheduled payment dates regardless of whether or not the mortgagor actually makes the payment. 

 
The principal governmental guarantor of U.S. mortgage-related securities is GNMA, a wholly-owned 

United States Government corporation within the Department of Housing and Urban Development.  GNMA is 
authorized to guarantee, with the full faith and credit of the United States Government, the timely payment of 
principal and interest on securities issued by institutions approved by GNMA (such as savings and loan institutions, 
commercial banks and mortgage bankers) and backed by pools of mortgages insured by the Federal Housing 
Agency or guaranteed by the Veterans Administration. 

 
Government-related guarantors include FNMA and FHLMC.  FNMA is a government-sponsored 

corporation owned entirely by private stockholders and subject to general regulation by the Secretary of Housing 
and Urban Development.  FNMA purchases conventional residential mortgages not insured or guaranteed by any 
government agency from a list of approved seller/services which include state and federally chartered savings and 
loan associations, mutual savings banks, commercial banks and credit unions and mortgage bankers.  FHLMC is a 
government-sponsored corporation created to increase availability of mortgage credit for residential housing and 
owned entirely by private stockholders.  FHLMC issues participation certificates which represent interests in 
conventional mortgages from FHLMC’s national portfolio.  Pass-through securities issued by FNMA and 
participation certificates issued by FHLMC are guaranteed as to timely payment of principal and interest by FNMA 
and FHLMC, respectively, but are not backed by the full faith and credit of the United States Government. 

 
Although the underlying mortgage loans in a pool may have maturities of up to 30 years, the actual 

average life of the pool certificates typically will be substantially less because the mortgages will be subject to 
normal principal amortization and may be prepaid prior to maturity.  Prepayment rates vary widely and may be 
affected by changes in market interest rates. In periods of falling interest rates, the rate of prepayment tends to 
increase, thereby shortening the actual average life of the pool certificates.  Conversely, when interest rates are 
rising, the rate of prepayments tends to decrease, thereby lengthening the actual average life of the certificates.  
Accordingly, it is not possible to predict accurately the average life of a particular pool. 

 
Collateralized Mortgage Obligations (“CMOs”).  A domestic or foreign CMO in which the Fund may 

invest is a hybrid between a mortgage-backed bond and a mortgage pass-through security.  Like a bond, interest is 
paid, in most cases, semiannually.  CMOs may be collateralized by whole mortgage loans, but are more typically 
collateralized by portfolios of mortgage pass-through securities guaranteed by GNMA, FHLMC, FNMA or 
equivalent foreign entities. 
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CMOs are structured into multiple classes, each bearing a different stated maturity. Actual maturity and 

average life depend upon the prepayment experience of the collateral.  CMOs provide for a modified form of call 
protection through a de facto breakdown of the underlying pool of mortgages according to how quickly the loans 
are repaid.  Monthly payment of principal and interest received from the pool of underlying mortgages, including 
prepayments, is first returned to the class having the earliest maturity date or highest maturity.  Classes that have 
longer maturity dates and lower seniority will receive principal only after the higher class has been retired. 

 
Multi-class pass-through securities are equity interests in a pool of mortgage assets. Unless the context 

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

 
In a CMO, a series of bonds or certificates is issued in multiple classes.  Each class of CMOs, often 

referred to as a “tranche,” is issued at a specific fixed or floating coupon rate and has a stated maturity or final 
distribution date. Principal prepayments on the Mortgage Assets may cause the CMOs to be retired substantially 
earlier than their stated maturities or final distribution dates. Interest is paid or accrues on all classes of the CMOs 
on a monthly, quarterly or semi-annual basis.  The principal of and interest on the mortgage assets may be allocated 
among the several classes of a series of a CMO in innumerable ways.  

 
In one structure, payments of principal, including any principal prepayments, on the Mortgage Assets are 

applied to the classes of a CMO in the order of their respective stated maturities or final distribution dates, so that 
no payment of principal will be made on any class of CMOs until all other classes having an earlier stated maturity 
or final distribution date have been paid in full. The Fund may also invest in, among others, parallel pay CMOs and 
Planned Amortization Class CMOs (PAC Bonds). Parallel pay CMOs are structured to provide payments of 
principal on each payment date to more than one class.  These simultaneous payments are taken into account in 
calculating the stated maturity date or final distribution date of each class, which, as with other CMO structures, 
must be retired by its payments of a specified amount of principal on each payment date. 

 
Real Estate Investment Trusts  

The Alternative Strategies Fund may invest in real estate investment trusts (“REITs”).  REITs are pooled 
investment vehicles that invest primarily in either real estate or real estate-related loans. REITs involve certain 
unique risks in addition to those risks associated with investing in the real estate industry in general (such as 
possible declines in the value of real estate, lack of availability of mortgage funds, or extended vacancies of 
property). Equity REITs may be affected by changes in the value of the underlying property owned by the REITs, 
while mortgage REITs may be affected by the quality of any credit extended and changes in interest rates. REITs 
whose underlying assets are concentrated in properties used by a particular industry, such as health care, are also 
subject to risks associated with such industry. REITs are dependent upon management skills, are not diversified, 
and are subject to heavy cash flow dependency, risks of default by borrowers, and self-liquidation. REITs are also 
subject to the possibilities of failing to qualify for tax-free pass-through of income under the Code, and failing to 
maintain their exemptions from registration under the 1940 Act.  

 
REITs (especially mortgage REITs) are also subject to interest rate risks, including prepayment risk. 

When interest rates decline, the value of a REIT’s investment in fixed rate obligations can be expected to rise. 
Conversely, when interest rates rise, the value of a REIT’s investment in fixed rate obligations can be expected to 
decline. If the REIT invests in adjustable rate mortgage loans the interest rates on which are reset periodically, 
yields on a REIT’s investments in such loans will gradually align themselves to reflect changes in market interest 
rates. This causes the value of such investments to fluctuate less dramatically in response to interest rate 
fluctuations than would investments in fixed rate obligations. REITs may have limited financial resources, may 
trade less frequently and in a limited volume, and may be subject to more abrupt or erratic price movements than 
more widely held securities. The Fund’s investment in a REIT may require the Fund to accrue and distribute 
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income not yet received or may result in the Fund making distributions that constitute a return of capital to Fund 
shareholders for federal income tax purposes. In addition, distributions by the Fund from REITs will not qualify for 
the corporate dividends-received deduction, or, generally, for treatment as qualified dividend income. 

 
Foreign Investments and Currencies 

The Alternative Strategies Fund may invest in securities of foreign issuers that are not publicly traded in 
the United States.  The Fund may also invest in depositary receipts and in foreign currency futures contracts and 
may purchase and sell foreign currency on a spot basis. 

 
Depositary Receipts.  Depositary Receipts (“DRs”) include American Depositary Receipts (“ADRs”), 

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

 
Forward Foreign Currency Exchange Contracts.  A forward foreign currency contract involves an 

obligation to purchase or sell a specific amount of currency at a future date or date range at a specific price. In the 
case of a cancelable forward contract, the holder has the unilateral right to cancel the contract at maturity by paying 
a specified fee. Forward foreign currency exchange contracts differ from foreign currency futures contracts in 
certain respects. Unlike futures contracts, forward contracts: 

 
 Do not have standard maturity dates or amounts (i.e., the parties to the contract may fix the 

maturity date and the amount). 
 Are traded in the inter-bank markets conducted directly between currency traders (usually large 

commercial banks) and their customers, as opposed to futures contracts which are traded only on 
exchanges regulated by the CFTC. 

 Do not require an initial margin deposit. 
 May be closed by entering into a closing transaction with the currency trader who is a party to 

the original forward contract, as opposed to a commodities exchange. 
 
Foreign Currency Hedging Strategies.  A “settlement hedge” or “transaction hedge” is designed to 

protect the Fund against an adverse change in foreign currency values between the date a security is purchased or 
sold and the date on which payment is made or received. Entering into a forward contract for the purchase or sale 
of the amount of foreign currency involved in an underlying security transaction for a fixed amount of U.S. dollars 
“locks in” the U.S. dollar price of the security. The Fund may also use forward contracts to purchase or sell a 
foreign currency when it anticipates purchasing or selling securities denominated in foreign currency, even if it has 
not yet selected the specific investments. 

 
The Fund may use forward contracts to hedge against a decline in the value of existing investments 

denominated in foreign currency. Such a hedge, sometimes referred to as a “position hedge,” would tend to offset 
both positive and negative currency fluctuations, but would not offset changes in security values caused by other 
factors. The Fund could also hedge the position by selling another currency expected to perform similarly to the 
currency in which the Fund’s investment is denominated. This type of hedge, sometimes referred to as a “proxy 
hedge,” could offer advantages in terms of cost, yield, or efficiency, but generally would not hedge currency 
exposure as effectively as a direct hedge into U.S. dollars. Proxy hedges may result in losses if the currency used to 
hedge does not perform similarly to the currency in which the hedged securities are denominated. 

 
Transaction and position hedging do not eliminate fluctuations in the underlying prices of the securities 

that the Fund owns or intends to purchase or sell. They simply establish a rate of exchange that one can achieve at 
some future point in time. Additionally, these techniques tend to minimize the risk of loss due to a decline in the 
value of the hedged currency and to limit any potential gain that might result from the increase in value of such 
currency. 

 
The Fund may enter into forward contracts to shift its investment exposure from one currency into 

another. Such transactions may call for the delivery of one foreign currency in exchange for another foreign 
currency, including currencies in which its securities are not then denominated. This may include shifting exposure 
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from U.S. dollars to a foreign currency, or from one foreign currency to another foreign currency. This type of 
strategy, sometimes known as a “cross-hedge,” will tend to reduce or eliminate exposure to the currency that is 
sold, and increase exposure to the currency that is purchased. Cross-hedges protect against losses resulting from a 
decline in the hedged currency, but will cause the Fund to assume the risk of fluctuations in the value of the 
currency it purchases. Cross hedging transactions also involve the risk of imperfect correlation between changes in 
the values of the currencies involved. 

 
It is difficult to forecast with precision the market value of portfolio securities at the expiration or maturity 

of a forward or futures contract. Accordingly, the Fund may have to purchase additional foreign currency on the 
spot market if the market value of a security it is hedging is less than the amount of foreign currency it is obligated 
to deliver. Conversely, the Fund may have to sell on the spot market some of the foreign currency it received upon 
the sale of a security if the market value of such security exceeds the amount of foreign currency it is obligated to 
deliver. 

 
Risks of Investing in Foreign Securities.  Investments in foreign securities involve certain inherent risks, 

including the following: 
 
Political and Economic Factors.  Individual foreign economies of certain countries may differ favorably 

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

 
Currency Fluctuations.  The Fund may invest in securities denominated in foreign currencies. 

Accordingly, a change in the value of any such currency against the U.S. dollar will result in a corresponding 
change in the U.S. dollar value of the Fund’s assets denominated in that currency.  Such changes will also affect the 
Fund’s income.  The value of the Fund’s assets may also be affected significantly by currency restrictions and 
exchange control regulations enacted from time to time. 

 
Market Characteristics.  The Managers expect that many foreign securities in which the Fund invests will 

be purchased in over-the-counter markets or on exchanges located in the countries in which the principal offices of 
the issuers of the various securities are located, if that is the best available market.  Foreign exchanges and markets 
may be more volatile than those in the United States.  While growing in volume, they usually have substantially 
less volume than U.S. markets, and the Fund’s portfolio securities may be less liquid and more volatile than U.S. 
Government securities.  Moreover, settlement practices for transactions in foreign markets may differ from those in 
United States markets, and may include delays beyond periods customary in the United States.  Foreign security 
trading practices, including those involving securities settlement where Fund assets may be released prior to receipt 
of payment or securities, may expose the Fund to increased risk in the event of a failed trade or the insolvency of a 
foreign broker-dealer. 

 
Transactions in options on securities, futures contracts, futures options and currency contracts may not be 

regulated as effectively on foreign exchanges as similar transactions in the United States, and may not involve 
clearing mechanisms and related guarantees.  The value of such positions also could be adversely affected by the 
imposition of different exercise terms and procedures and margin requirements than in the United States.  The value 
of the Fund’s positions may also be adversely impacted by delays in its ability to act upon economic events 
occurring in foreign markets during non-business hours in the United States. 
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Legal and Regulatory Matters.  Certain foreign countries may have less supervision of securities markets, 
brokers and issuers of securities, and less financial information available to issuers, than is available in the United 
States. 

 
Taxes.  The interest payable on certain of the Fund’s foreign portfolio securities may be subject to foreign 

withholding taxes, thus reducing the net amount of income available for distribution to the Fund’s shareholders. 
 
Costs.  To the extent that the Fund invests in foreign securities, its expense ratio is likely to be higher than 

those of investment companies investing only in domestic securities, since the cost of maintaining the custody of 
foreign securities is higher. 

 
Emerging markets.  Some of the securities in which the Fund may invest may be located in developing or 

emerging markets, which entail additional risks, including less social, political and economic stability; smaller 
securities markets and lower trading volume, which may result in a less liquidity and greater price volatility; 
national policies that may restrict the Fund’s investment opportunities, including restrictions on investment in 
issuers or industries, or expropriation or confiscation of assets or property; and less developed legal structures 
governing private or foreign investment. 

 
In considering whether to invest in the securities of a foreign company, a Manager considers such factors 

as the characteristics of the particular company, differences between economic trends and the performance of 
securities markets within the U.S. and those within other countries, and also factors relating to the general 
economic, governmental and social conditions of the country or countries where the company is located.  The 
extent to which the Fund will be invested in foreign companies and countries and depository receipts will fluctuate 
from time to time within the limitations described in the prospectus, depending on a Manager’s assessment of 
prevailing market, economic and other conditions. 

 
Options on Securities and Securities Indices 
 Purchasing Put and Call Options.  The Alternative Strategies Fund may purchase covered “put” and 
“call” options with respect to securities which are otherwise eligible for purchase by the Fund and with respect to 
various stock indices subject to certain restrictions.  The Fund will engage in trading of such derivative securities 
primarily for hedging purposes. 

 
If the Fund purchases a put option, the Fund acquires the right to sell the underlying security at a specified 

price at any time during the term of the option (for “American-style” options) or on the option expiration date (for 
“European-style” options).  Purchasing put options may be used as a portfolio investment strategy when a Manager 
perceives significant short-term risk but substantial long-term appreciation for the underlying security.  The put 
option acts as an insurance policy, as it protects against significant downward price movement while it allows full 
participation in any upward movement.  If the Fund is holding a stock which it feels has strong fundamentals, but 
for some reason may be weak in the near term, the Fund may purchase a put option on such security, thereby giving 
itself the right to sell such security at a certain strike price throughout the term of the option.  Consequently, the 
Fund will exercise the put only if the price of such security falls below the strike price of the put.  The difference 
between the put’s strike price and the market price of the underlying security on the date the Fund exercises the put, 
less transaction costs, will be the amount by which the Fund will be able to hedge against a decline in the 
underlying security.  If during the period of the option the market price for the underlying security remains at or 
above the put’s strike price, the put will expire worthless, representing a loss of the price the Fund paid for the put, 
plus transaction costs.  If the price of the underlying security increases, the profit the Fund realizes on the sale of 
the security will be reduced by the premium paid for the put option less any amount for which the put may be sold. 

 
If the Fund purchases a call option, it acquires the right to purchase the underlying security at a specified 

price at any time during the term of the option.  The purchase of a call option is a type of insurance policy to hedge 
against losses that could occur if the Fund has a short position in the underlying security and the security thereafter 
increases in price.  The Fund will exercise a call option only if the price of the underlying security is above the 
strike price at the time of exercise.  If during the option period the market price for the underlying security remains 
at or below the strike price of the call option, the option will expire worthless, representing a loss of the price paid 
for the option, plus transaction costs.  If the call option has been purchased to hedge a short position of the Fund in 
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the underlying security and the price of the underlying security thereafter falls, the profit the Fund realizes on the 
cover of the short position in the security will be reduced by the premium paid for the call option less any amount 
for which such option may be sold. 

 
Prior to exercise or expiration, an option may be sold when it has remaining value by a purchaser through 

a “closing sale transaction,” which is accomplished by selling an option of the same series as the option previously 
purchased.  The Fund generally will purchase only those options for which a Manager believes there is an active 
secondary market to facilitate closing transactions. 

 
Writing Call Options.  The Alternative Strategies Fund may write covered call options.  A call option is 

“covered” if the Fund owns the security underlying the call or has an absolute right to acquire the security without 
additional cash consideration (or, if additional cash consideration is required, cash or cash equivalents in such 
amount as are held in a segregated account by the custodian).  The writer of a call option receives a premium and 
gives the purchaser the right to buy the security underlying the option at the exercise price.  The writer has the 
obligation upon exercise of the option to deliver the underlying security against payment of the exercise price 
during the option period. If the writer of an exchange-traded option wishes to terminate his obligation, he may 
effect a “closing purchase transaction.”  This is accomplished by buying an option of the same series as the option 
previously written.  A writer may not effect a closing purchase transaction after it has been notified of the exercise 
of an option. 

 
Effecting a closing transaction in the case of a written call option will permit the Fund to write another call 

option on the underlying security with either a different exercise price, expiration date or both.  Also, effecting a 
closing transaction will permit the cash or proceeds from the concurrent sale of any securities subject to the option 
to be used for other investments of the Fund.  If the Fund desires to sell a particular security from its portfolio on 
which it has written a call option, it will effect a closing transaction prior to or concurrent with the sale of the 
security. 

 
The Alternative Strategies Fund will realize a gain from a closing transaction if the cost of the closing 

transaction is less than the premium received from writing the option or if the proceeds from the closing transaction 
are more than the premium paid to purchase the option.  The Fund will realize a loss from a closing transaction if 
the cost of the closing transaction is more than the premium received from writing the option or if the proceeds 
from the closing transaction are less than the premium paid to purchase the option.  However, because increases in 
the market price of a call option will generally reflect increases in the market price of the underlying security, any 
loss to the Fund resulting from the repurchase of a call option is likely to be offset in whole or in part by 
appreciation of the underlying security owned by the Fund. 

 
Stock Index Options.  The Alternative Strategies Fund may also purchase put and call options with 

respect to the S&P 500 and other stock indices.  An option on a futures contract provides the holder with the right 
to buy a futures contract (in the case of a call option) or sell a futures contract (in the case of a put option) at a fixed 
time and price.  Upon exercise of the option by the holder, the contract market clearing house establishes a 
corresponding short position for the writer of the option (in the case of a call option) or a corresponding long 
position (in the case of a put option). If the option is exercised, the parties will be subject to the futures contracts. In 
addition, the writer of an option on a futures contract is subject to initial and variation margin requirements on the 
option position. Options on futures contracts are traded on the same contract market as the underlying futures 
contract. 

 
Such options may be purchased as a hedge against changes resulting from market conditions in the values 

of securities which are held in the Fund’s portfolio or which it intends to purchase or sell, or when they are 
economically appropriate for the reduction of risks inherent in the ongoing management of the Fund. 

 
The distinctive characteristics of options on stock indices create certain risks that are not present with 

stock options generally.  Because the value of an index option depends upon movements in the level of the index 
rather than the price of a particular stock, whether the Fund will realize a gain or loss on the purchase or sale of an 
option on an index depends upon movements in the level of stock prices in the stock market generally rather than 
movements in the price of a particular stock.  Accordingly, successful use by the Fund of options on a stock index 
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would be subject to a Manager’s ability to predict correctly movements in the direction of the stock market 
generally.  This requires different skills and techniques than predicting changes in the price of individual stocks. 

 
Index prices may be distorted if trading of certain stocks included in the index is interrupted.  Trading of 

index options also may be interrupted in certain circumstances, such as if trading were halted in a substantial 
number of stocks included in the index.  If this were to occur, the Fund would not be able to close out options 
which it had purchased, and if restrictions on exercise were imposed, the Fund might be unable to exercise an 
option it holds, which could result in substantial losses to the Fund.  It is the policy of the Fund to purchase put or 
call options only with respect to an index which a Manager believes includes a sufficient number of stocks to 
minimize the likelihood of a trading halt in the index. 

 
Risks of Investing in Options.  There are several risks associated with transactions in options on 

securities and indices.  Options may be more volatile than the underlying instruments and, therefore, on a 
percentage basis, an investment in options may be subject to greater fluctuation than an investment in the 
underlying instruments themselves.  There are also significant differences between the securities and options 
markets that could result in an imperfect correlation between these markets, causing a given transaction not to 
achieve its objective. In addition, a liquid secondary market for particular options may be absent for reasons which 
include the following: there may be insufficient trading interest in certain options; restrictions may be imposed by 
an exchange on opening transactions or closing transactions or both; trading halts, suspensions or other restrictions 
may be imposed with respect to particular classes or series of option of underlying securities; unusual or unforeseen 
circumstances may interrupt normal operations on an exchange; the facilities of an exchange or clearing 
corporation may not at all times be adequate to handle current trading volume; or one or more exchanges could, for 
economic or other reasons, decide or be compelled at some future date to discontinue the trading of options (or a 
particular class or series of options), in which event the secondary market on that exchange (or in that class or 
series of options) would cease to exist, although outstanding options that had been issued by a clearing corporation 
as a result of trades on that exchange would continue to be exercisable in accordance with their terms. 

 
A decision as to whether, when and how to use options involves the exercise of skill and judgment, and 

even a well-conceived transaction may be unsuccessful to some degree because of market behavior or unexpected 
events.  The extent to which the Fund may enter into options transactions may be limited by the requirements of the 
Internal Revenue Code of 1986, as amended (the “Code”), with respect to qualification of the Fund as a regulated 
investment company.  See “Dividends and Distributions” and “Taxation.” 

 
In addition, when trading options on foreign exchanges, many of the protections afforded to participants in 

United States option exchanges will not be available.  For example, there may be no daily price fluctuation limits in 
such exchanges or markets, and adverse market movements could therefore continue to an unlimited extent over a 
period of time.  Although the purchaser of an option cannot lose more than the amount of the premium plus related 
transaction costs, this entire amount could be lost.  Moreover, the Fund as an option writer could lose amounts 
substantially in excess of its initial investment, due to the margin and collateral requirements typically associated 
with such option writing.  See “Dealer Options” below. 

 
Dealer Options.  The Alternative Strategies Fund may engage in transactions involving dealer options as 

well as exchange-traded options.  Certain risks are specific to dealer options.  While the Fund might look to a 
clearing corporation to exercise exchange-traded options, if the Fund were to purchase a dealer option it would 
need to rely on the dealer from which it purchased the option to perform if the option were exercised.  Failure by 
the dealer to do so would result in the loss of the premium paid by the Fund as well as loss of the expected benefit 
of the transaction. 

 
Exchange-traded options generally have a continuous liquid market while dealer options may not.  

Consequently, the Fund may generally be able to realize the value of a dealer option it has purchased only by 
exercising or reselling the option to the dealer who issued it.  Similarly, when the Fund writes a dealer option, the 
Fund may generally be able to close out the option prior to its expiration only by entering into a closing purchase 
transaction with the dealer to whom the Fund originally wrote the option.  While the Fund will seek to enter into 
dealer options only with dealers who will agree to and which are expected to be capable of entering into closing 
transactions with the Fund, there can be no assurance that the Fund will at any time be able to liquidate a dealer 
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option at a favorable price at any time prior to expiration.  Unless the Fund, as a covered dealer call option writer, 
is able to effect a closing purchase transaction, it will not be able to liquidate securities (or other assets) used as 
cover until the option expires or is exercised.  In the event of insolvency of the other party, the Fund may be unable 
to liquidate a dealer option.  With respect to options written by the Fund, the inability to enter into a closing 
transaction may result in material losses to the Fund.  For example, because the Fund must maintain a secured 
position with respect to any call option on a security it writes, the Fund may not sell the assets which it has 
segregated to secure the position while it is obligated under the option.  This requirement may impair the Fund’s 
ability to sell portfolio securities at a time when such sale might be advantageous. 

 
The staff of the SEC has taken the position that purchased dealer options are illiquid securities.  The Fund 

may treat the cover used for written dealer options as liquid if the dealer agrees that the Fund may repurchase the 
dealer option it has written for a maximum price to be calculated by a predetermined formula.  In such cases, the 
dealer option would be considered illiquid only to the extent the maximum purchase price under the formula 
exceeds the intrinsic value of the option.  Accordingly, the Fund will treat dealer options as subject to the Fund’s 
limitation on illiquid securities.  If the SEC changes its position on the liquidity of dealer options, the Fund will 
change its treatment of such instruments accordingly. 

 
Foreign Currency Options.  The Alternative Strategies Fund may buy or sell put and call options on 

foreign currencies.  A put or call option on a foreign currency gives the purchaser of the option the right to sell or 
purchase a foreign currency at the exercise price until the option expires.  The Fund will use foreign currency 
options separately or in combination to control currency volatility.  Among the strategies employed to control 
currency volatility is an option collar.  An option collar involves the purchase of a put option and the simultaneous 
sale of call option on the same currency with the same expiration date but with different exercise (or “strike”) 
prices.  Generally, the put option will have an out-of-the-money strike price, while the call option will have either 
an at-the-money strike price or an in-the-money strike price.  Foreign currency options are derivative securities.  
Currency options traded on U.S. or other exchanges may be subject to position limits that may limit the ability of 
the Fund to reduce foreign currency risk using such options. 

 
As with other kinds of option transactions, the writing of an option on foreign currency will constitute 

only a partial hedge, up to the amount of the premium received.  The Fund could be required to purchase or sell 
foreign currencies at disadvantageous exchange rates, thereby incurring losses.  The purchase of an option on 
foreign currency may constitute an effective hedge against exchange rate fluctuations; however, in the event of 
exchange rate movements adverse to the Fund’s position, the Fund may forfeit the entire amount of the premium 
plus related transaction costs. 

 
Spread Transactions.  The Alternative Strategies Fund may purchase covered spread options from 

securities dealers.  These covered spread options are not presently exchange-listed or exchange-traded.  The 
purchase of a spread option gives the Fund the right to put a security that it owns at a fixed dollar spread or fixed 
yield spread in relationship to another security that the Fund does not own, but which is used as a benchmark.  The 
risk to the Fund, in addition to the risks of dealer options described above, is the cost of the premium paid as well 
as any transaction costs.  The purchase of spread options will be used to protect the Fund against adverse changes 
in prevailing credit quality spreads, i.e., the yield spread between high quality and lower quality securities.  This 
protection is provided only during the life of the spread options. 

 
Forward Currency Contracts 

The Alternative Strategies Fund may enter into forward currency contracts in anticipation of changes in 
currency exchange rates.  A forward currency contract is an obligation to purchase or sell a specific currency at a 
future date, which may be any fixed number of days from the date of the contract agreed upon by the parties, at a 
price set at the time of the contract.  For example, the Fund might purchase a particular currency or enter into a 
forward currency contract to preserve the U.S. dollar price of securities it intends to or has contracted to purchase.  
Alternatively, it might sell a particular currency on either a spot or forward basis to hedge against an anticipated 
decline in the dollar value of securities it intends to or has contracted to sell.  Although this strategy could minimize 
the risk of loss due to a decline in the value of the hedged currency, it could also limit any potential gain from an 
increase in the value of the currency. 
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Credit Default Swap Agreements 
The “buyer” in a credit default swap contract is obligated to pay the “seller” a periodic stream of payments 

over the term of the contract in return for a contingent payment upon the occurrence of a credit event with respect 
to an underlying reference obligation.  Generally, a credit event means bankruptcy, failure to pay, obligation 
acceleration or modified restructuring.  The Fund may be either the buyer or the seller in the transaction.  As a 
seller, the Fund receives a fixed rate of income throughout the term of the contract, which typically is between one 
month and five years, provided that no credit event occurs.  If a credit event occurs, the Fund typically must pay the 
contingent payment to the buyer, which is typically the “par value” (full notional value) of the reference obligation. 
 The contingent payment may be a cash settlement or by physical delivery of the reference obligation in return for 
payment of the face amount of the obligation.  The value of the reference obligation received by the Fund as a 
seller if a credit event occurs, coupled with the periodic payments previously received, may be less than the full 
notional value it pays to the buyer, resulting in a loss of value to the Fund.  If the reference obligation is a defaulted 
security, physical delivery of the security will cause the Fund to hold a defaulted security.  If the Fund is a buyer 
and no credit event occurs, the Fund will lose its periodic stream of payments over the term of the contract.  
However, if a credit event occurs, the buyer typically receives full notional value for a reference obligation that 
may have little or no value.   

 
In a single name credit default swap the underlying asset or reference obligation is a bond of one 

particular issuer or reference entity.  There are generally two sides to the swap trade: a buyer of protection and 
a seller of protection. If the reference entity of a credit default swap experiences what is known as a credit 
event (such as a bankruptcy, downgrade, etc.), then the buyer of protection (who pays a premium for that 
protection) can receive payment from the seller of protection. This is desirable because the price of those bonds 
will experience a decrease in value due to the negative credit event. There is also the option of physical, rather 
than cash, trade settlement in which the underlying bond or reference obligation actually changes hands, from 
buyer of protection to seller of protection. 
 

The major tradable indexes for credit default swaps are: CDX, ABX, CMBX and LCDX.  The CDX 
indexes are broken out between investment grade, high yield, high volatility, crossover and emerging market.  
For example, the CDX.NA.HY is an index based on a basket of North American (NA) single-name high yield 
credit default swaps. The crossover index includes names that are split rated, meaning they are rated 
“investment grade” by one agency, and “below investment grade” by another. 

 
The CDX index rolls over every six months, and its 125 names enter and leave the index as 

appropriate. For example, if one of the names is upgraded from below investment grade to investment grade, it 
will move from the high yield index to the investment grade index when the rebalance occurs. 
 

The ABX and CMBX are baskets of credit default swaps on two securitized products: asset-backed 
securities and commercial mortgage-backed securities.  The ABX is based on asset-backed securities home 
equity loans and the CMBX on commercial mortgage-backed securities.  There are five separate ABX indexes 
for ratings ranging from ‘AAA’ to ‘BBB-’.  The CMBX also has the same breakdown of five indexes by 
ratings, but is based on a basket of 25 credit default swaps, which reference commercial mortgage-backed 
securities.   
 

The LCDX is a credit derivative index with a basket made up of single-name, loan-only credit default 
swaps. The loans referred to are leveraged loans.  The basket is made up of 100 names.  Although a bank loan 
is considered secured debt, the names that usually trade in the leveraged loan market are lower quality credits 
(if they could issue in the normal investment grade markets, they would). Therefore, the LCDX index is used 
mostly by those looking for exposure to high-yield debt. 
 

All of the aforementioned indexes are issued by the Credit Default Swaps Index Company and 
administered by Markit. For these indexes to work, they must have sufficient liquidity. Therefore, the issuer 
has commitments from the largest dealers (large investment banks) to provide liquidity in the market. 
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Futures Contracts and Related Options 
The Alternative Strategies Fund may invest in futures contracts and options on futures contracts as a hedge 

against changes in market conditions or interest rates.  A futures contract is an agreement between two parties 
whereby one party sells and the other party agrees to buy a specified amount of a financial instrument at an agreed 
upon price and time. The financial instrument underlying the contract may be a stock, stock index, bond, bond 
index, interest rate, foreign exchange rate or other similar instrument.  Agreeing to buy the underlying financial 
information is called buying a futures contract or taking a long position in the contract. Likewise, agreeing to sell 
the underlying financial instrument is called selling a futures contract or taking a short position in the contract. 

 
The Fund may trade in such derivative securities for bona fide hedging purposes and otherwise in 

accordance with the rules of the Commodity Futures Trading Commission (“CFTC”).  The Fund will segregate 
liquid assets in a separate account with its custodian when required to do so by CFTC guidelines in order to cover 
its obligation in connection with futures and options transactions. 

 
No price is paid or received by the Fund upon the purchase or sale of a futures contract.  When it enters 

into a domestic futures contract, the Fund will be required to deposit in a segregated account with its custodian an 
amount of cash or U.S. Treasury bills equal to approximately 5% of the contract amount.  This amount is known as 
initial margin.  The margin requirements for foreign futures contracts may be different. 

 
The nature of initial margin in futures transactions is different from that of margin in securities 

transactions. Futures contract margin does not involve the borrowing of funds by the customer to finance the 
transactions.  Rather, the initial margin is in the nature of a performance bond or good faith deposit on the contract 
which is returned to the Fund upon termination of the futures contract, assuming all contractual obligations have 
been satisfied. Subsequent payments (called variation margin) to and from the broker will be made on a daily basis 
as the price of the underlying stock index fluctuates, to reflect movements in the price of the contract making the 
long and short positions in the futures contract more or less valuable.  For example, when the Fund has purchased a 
stock index futures contract and the price of the underlying stock index has risen, that position will have increased 
in value and the Fund will receive from the broker a variation margin payment equal to that increase in value.  
Conversely, when the Fund has purchased a stock index futures contract and the price of the underlying stock index 
has declined, the position will be less valuable and the Fund will be required to make a variation margin payment to 
the broker. 

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

opposite position, which will operate to terminate the Fund’s position in the futures contract.  A final determination 
of variation margin is made on closing the position.  Additional cash is paid by or released to the Fund, which 
realizes a loss or a gain. 

 
In addition to amounts segregated or paid as initial and variation margin, the Fund must segregate liquid 

assets with its custodian equal to the market value of the futures contracts, in order to comply with Commission 
requirements intended to ensure that the Fund’s use of futures is unleveraged.  The requirements for margin 
payments and segregated accounts apply to both domestic and foreign futures contracts. 

 
Stock Index Futures Contracts.  The Alternative Strategies Fund may invest in futures contracts on 

stock indices.  Currently, stock index futures contracts can be purchased or sold with respect to the S&P 500 Stock 
Price Index on the Chicago Mercantile Exchange, the Major Market Index on the Chicago Board of Trade, the New 
York Stock Exchange Composite Index on the New York Futures Exchange and the Value Line Stock Index on the 
Kansas City Board of Trade.  Foreign financial and stock index futures are traded on foreign exchanges including 
the London International Financial Futures Exchange, the Singapore International Monetary Exchange, the Sydney 
Futures Exchange Limited and the Tokyo Stock Exchange. 

 
Interest Rate or Financial Futures Contracts.  The Alternative Strategies Fund may invest in interest 

rate or financial futures contracts.  Bond prices are established in both the cash market and the futures market.  In 
the cash market, bonds are purchased and sold with payment for the full purchase price of the bond being made in 
cash, generally within five business days after the trade.  In the futures market, a contract is made to purchase or 
sell a bond in the future for a set price on a certain date.  Historically, the prices for bonds established in the futures 
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markets have generally tended to move in the aggregate in concert with cash market prices, and the prices have 
maintained fairly predictable relationships. 

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

Fund, as seller, to deliver the specific type of financial instrument called for in the contract at a specific future time 
for a specified price.  A futures contract purchased by the Fund would create an obligation by the Fund, as 
purchaser, to take delivery of the specific type of financial instrument at a specific future time at a specific price.  
The specific securities delivered or taken, respectively, at settlement date, would not be determined until at or near 
that date.  The determination would be in accordance with the rules of the exchange on which the futures contract 
sale or purchase was made. 

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

securities, in most cases the contracts are closed out before the settlement date without delivery of securities. 
Closing out of a futures contract sale is effected by the Fund’s entering into a futures contract purchase for the same 
aggregate amount of the specific type of financial instrument and the same delivery date.  If the price in the sale 
exceeds the price in the offsetting purchase, the Fund is paid the difference and thus realizes a gain. If the offsetting 
purchase price exceeds the sale price, the Fund pays the difference and realizes a loss.  Similarly, the closing out of 
a futures contract purchase is effected by the Fund’s entering into a futures contract sale.  If the offsetting sale price 
exceeds the purchase price, the Fund realizes a gain, and if the purchase price exceeds the offsetting sale price, the 
Fund realizes a loss. 

 
The Alternative Strategies Fund will deal only in standardized contracts on recognized exchanges.  Each 

exchange guarantees performance under contract provisions through a clearing corporation, a nonprofit 
organization managed by the exchange membership.  Domestic interest rate futures contracts are traded in an 
auction environment on the floors of several exchanges – principally, the Chicago Board of Trade and the Chicago 
Mercantile Exchange.  A public market now exists in domestic futures contracts covering various financial 
instruments including long-term United States Treasury bonds and notes, GNMA modified pass-through mortgage-
backed securities, three-month United States Treasury bills, and 90-day commercial paper.  The Fund may trade in 
any futures contract for which there exists a public market, including, without limitation, the foregoing instruments. 
 International interest rate futures contracts are traded on the London International Financial Futures Exchange, the 
Singapore International Monetary Exchange, the Sydney Futures Exchange Limited and the Tokyo Stock 
Exchange. 

 
Interest Rate Caps, Floors and Collars.  The Alternative Strategies Fund may use interest rate caps, floors 

and collars for the same purposes or similar purposes as for which it uses interest rate futures contracts and related 
options. Interest rate caps, floors and collars are similar to interest rate swap contracts because the payment 
obligations are measured by changes in interest rates as applied to a notional amount and because they are generally 
individually negotiated with a specific counterparty. The purchase of an interest rate cap entitles the purchaser, to 
the extent that a specific index exceeds a specified interest rate, to receive payments of interest on a notional 
principal amount from the party selling the interest rate cap. The purchase of an interest rate floor entitles the 
purchaser, to the extent that a specified index falls below specified interest rates, to receive payments of interest on 
a notional principal amount from the party selling the interest rate floor. The purchase of an interest rate collar 
entitles the purchaser, to the extent that a specified index exceeds or falls below a specified interest rate, to receive 
payments of interest on a notional principal amount from the party selling the interest rate collar. 

 
Foreign Currency Futures Contracts.  The Alternative Strategies Fund may use foreign currency future 

contracts for hedging purposes.  A foreign currency futures contract provides for the future sale by one party and 
purchase by another party of a specified quantity of a foreign currency at a specified price and time.  A public 
market exists in futures contracts covering several foreign currencies, including the Australian dollar, the Canadian 
dollar, the British pound, the Japanese yen, the Swiss franc, and certain multinational currencies such as the 
European Currency Unit (“ECU”). Other foreign currency futures contracts are likely to be developed and traded in 
the future.  The Fund will only enter into futures contracts and futures options which are standardized and traded on 
a U.S. or foreign exchange, board of trade, or similar entity, or quoted on an automated quotation system. 
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Risks of Transactions in Futures Contracts.  There are several risks related to the use of futures as a 
hedging device. One risk arises because of the imperfect correlation between movements in the price of the futures 
contract and movements in the price of the securities which are the subject of the hedge.  The price of the future 
may move more or less than the price of the securities being hedged.  If the price of the future moves less than the 
price of the securities which are the subject of the hedge, the hedge will not be fully effective, but if the price of the 
securities being hedged has moved in an unfavorable direction, the Fund would be in a better position than if it had 
not hedged at all.  If the price of the securities being hedged has moved in a favorable direction, this advantage will 
be partially offset by the loss on the future.  If the price of the future moves more than the price of the hedged 
securities, the Fund will experience either a loss or a gain on the future which will not be completely offset by 
movements in the price of the securities which are subject to the hedge. 

 
To compensate for the imperfect correlation of movements in the price of securities being hedged and 

movements in the price of the futures contract, the Fund may buy or sell futures contracts in a greater dollar amount 
than the dollar amount of securities being hedged if the historical volatility of the prices of such securities has been 
greater than the historical volatility over such time period of the future.  Conversely, the Fund may buy or sell 
fewer futures contracts if the historical volatility of the price of the securities being hedged is less than the 
historical volatility of the futures contract being used.  It is possible that, when the Fund has sold futures to hedge 
its portfolio against a decline in the market, the market may advance while the value of securities held in the Fund’s 
portfolio may decline.  If this occurs, the Fund will lose money on the future and also experience a decline in value 
in its portfolio securities.  However, the Advisor believes that over time the value of a diversified portfolio will tend 
to move in the same direction as the market indices upon which the futures are based. 

 
Where futures are purchased to hedge against a possible increase in the price of securities before the Fund 

is able to invest its cash (or cash equivalents) in securities (or options) in an orderly fashion, it is possible that the 
market may decline instead.  If the Fund then decides not to invest in securities or options at that time because of 
concern as to possible further market decline or for other reasons, it will realize a loss on the futures contract that is 
not offset by a reduction in the price of securities purchased. 

 
In addition to the possibility that there may be an imperfect correlation, or no correlation at all, between 

movements in the futures and the securities being hedged, the price of futures may not correlate perfectly with 
movement in the stock index or cash market due to certain market distortions.  All participants in the futures market 
are subject to margin deposit and maintenance requirements.  Rather than meeting additional margin deposit 
requirements, investors may close futures contracts through offsetting transactions, which could distort the normal 
relationship between the index or cash market and futures markets.  In addition, the deposit requirements in the 
futures market are less onerous than margin requirements in the securities market.  Therefore, increased 
participation by speculators in the futures market may also cause temporary price distortions.  As a result of price 
distortions in the futures market and the imperfect correlation between movements in the cash market and the price 
of securities and movements in the price of futures, a correct forecast of general trends by a Manager may still not 
result in a successful hedging transaction over a very short time frame. 

 
Positions in futures may be closed out only on an exchange or board of trade which provides a secondary 

market for such futures.  Although the Fund may intend to purchase or sell futures only on exchanges or boards of 
trade where there appears to be an active secondary market, there is no assurance that a liquid secondary market on 
an exchange or board of trade will exist for any particular contract or at any particular time.  In such event, it may 
not be possible to close a futures position, and in the event of adverse price movements, the Fund would continue to 
be required to make daily cash payments of variation margin.  When futures contracts have been used to hedge 
portfolio securities, such securities will not be sold until the futures contract can be terminated. In such 
circumstances, an increase in the price of the securities, if any, may partially or completely offset losses on the 
futures contract.  However, as described above, there is no guarantee that the price of the securities will in fact 
correlate with the price movements in the futures contract and thus provide an offset to losses on a futures contract. 

 
Most United States futures exchanges limit the amount of fluctuation permitted in futures contract prices 

during a single trading day.  The daily limit establishes the maximum amount that the price of a futures contract 
may vary either up or down from the previous day’s settlement price at the end of a trading session.  Once the daily 
limit has been reached in a particular type of futures contract, no trades may be made on that day at a price beyond 
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that limit.  The daily limit governs only price movement during a particular trading day and therefore does not limit 
potential losses, because the limit may prevent the liquidation of unfavorable positions.  Futures contract prices 
have occasionally moved to the daily limit for several consecutive trading days with little or no trading, thereby 
preventing prompt liquidation of futures positions and subjecting some futures traders to substantial losses. 

 
Successful use of futures by the Fund is also subject to a Manager’s ability to predict correctly movements 

in the direction of the market.  For example, if the Fund has hedged against the possibility of a decline in the 
market adversely affecting stocks held in its portfolio and stock prices increase instead, the Fund will lose part or 
all of the benefit of the increased value of the stocks which it has hedged because it will have offsetting losses in its 
futures positions.  In addition, in such situations, if the Fund has insufficient cash, it may have to sell securities to 
meet daily variation margin requirements. Such sales of securities may be, but will not necessarily be, at increased 
prices which reflect the rising market.  The Fund may have to sell securities at a time when it may be 
disadvantageous to do so. 

 
In the event of the bankruptcy of a broker through which the Fund engages in transactions in futures 

contracts or options, the Fund could experience delays and losses in liquidating open positions purchased or sold 
through the broker, and incur a loss of all or part of its margin deposits with the broker. 

 
Options on Futures Contracts.  As described above, the Fund may purchase options on the futures 

contracts they can purchase or sell.  A futures option gives the holder, in return for the premium paid, the right to 
buy (call) from or sell (put) to the writer of the option a futures contract at a specified price at any time during the 
period of the option.  Upon exercise, the writer of the option is obligated to pay the difference between the cash 
value of the futures contract and the exercise price.  Like the buyer or seller of a futures contract, the holder or 
writer of an option has the right to terminate its position prior to the scheduled expiration of the option by selling, 
or purchasing an option of the same series, at which time the person entering into the closing transaction will 
realize a gain or loss.  There is no guarantee that such closing transactions can be effected. 

 
Investments in futures options involve some of the same considerations as investments in futures contracts 

(for example, the existence of a liquid secondary market).  In addition, the purchase of an option also entails the 
risk that changes in the value of the underlying futures contract will not be fully reflected in the value of the option. 
 Depending on the pricing of the option compared to either the futures contract upon which it is based, or upon the 
price of the securities being hedged, an option may or may not be less risky than ownership of the futures contract 
or such securities.  In general, the market prices of options can be expected to be more volatile than the market 
prices on the underlying futures contracts.  Compared to the purchase or sale of futures contracts, however, the 
purchase of call or put options on futures contracts may frequently involve less potential risk to the Fund because 
the maximum amount at risk is limited to the premium paid for the options (plus transaction costs). 

 
Restrictions on the Use or Futures Contracts and Related Options.  The Alternative Strategies Fund 

may engage in transactions in futures contracts or related options primarily as a hedge against changes resulting 
from market conditions in the values of securities held in the Fund’s portfolio or which it intends to purchase and 
where the transactions are economically appropriate to the reduction of risks inherent in the ongoing management 
of the Fund.  The Fund also may not purchase or sell futures or purchase related options if, immediately thereafter, 
the sum of the amount of margin deposits on the Fund’s existing futures positions and premiums paid for such 
options would exceed 5% of the market value of the Fund’s net assets. 

 
These restrictions, which are derived from current federal regulations regarding the use of options and 

futures by mutual funds, are not “fundamental restrictions” and may be changed by the Trustees of the Trust if 
applicable law permits such a change and the change is consistent with the overall investment objective and 
policies of the Fund. 

 
The extent to which the Fund may enter into futures and options transactions may be limited by the Code 

requirements for qualification of the Fund as a regulated investment company.  See “Taxation.” 
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Repurchase Agreements 
The Alternative Strategies Fund may enter into repurchase agreements with respect to its portfolio 

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

 
Reverse Repurchase Agreements 

The Alternative Strategies Fund may enter into reverse repurchase agreements.  The Fund typically will 
invest the proceeds of a reverse repurchase agreement in money market instruments or repurchase agreements 
maturing not later than the expiration of the reverse repurchase agreement.  The Fund may use the proceeds of 
reverse repurchase agreements to provide liquidity to meet redemption requests when sale of the Fund’s securities 
is disadvantageous. 

 
The Fund causes its custodian to segregate liquid assets, such as cash, U.S. Government securities or other 

high-grade liquid debt securities equal in value to its obligations (including accrued interest) with respect to reverse 
repurchase agreements. In segregating such assets, the custodian either places such securities in a segregated 
account or separately identifies such assets and renders them unavailable for investment.  Such assets are marked to 
market daily to ensure full collateralization is maintained. 

 
Dollar Roll Transactions 

The Alternative Strategies Fund may enter into dollar roll transactions.  A dollar roll transaction involves a 
sale by the Fund of a security to a financial institution concurrently with an agreement by the Fund to purchase a 
similar security from the institution at a later date at an agreed-upon price.  The securities that are repurchased will 
bear the same interest rate as those sold, but generally will be collateralized by different pools of mortgages with 
different prepayment histories than those sold.  During the period between the sale and repurchase, the Fund will 
not be entitled to receive interest and principal payments on the securities sold.  Proceeds of the sale will be 
invested in additional portfolio securities of the Fund, and the income from these investments, together with any 
additional fee income received on the sale, may or may not generate income for the Fund exceeding the yield on the 
securities sold. 

 
At the time the Fund enters into a dollar roll transaction, it causes its custodian to segregate liquid assets 

such as cash, U.S. Government securities or other high-grade liquid debt securities having a value equal to the 
purchase price for the similar security (including accrued interest) and subsequently marks the assets to market 
daily to ensure that full collateralization is maintained. 

 
When-Issued Securities, Forward Commitments and Delayed Settlements 

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

 
The Fund does not intend to engage in these transactions for speculative purposes but only in furtherance 

of its investment objectives.  Because the Fund will set aside cash or liquid portfolio securities to satisfy its 
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purchase commitments in the manner described, the Fund’s liquidity and the ability of a Manager to manage it may 
be affected in the event the Fund’s forward commitments, commitments to purchase when-issued securities and 
delayed settlements ever exceeded 15% of the value of its net assets. 

 
The Fund will purchase securities on a when-issued, forward commitment or delayed settlement basis only 

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

 
The market value of the securities underlying a when-issued purchase, forward commitment to purchase 

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

 
Zero-Coupon, Step-Coupon and Pay-in-Kind Securities 

The Alternative Strategies Fund may invest in zero-coupon, step-coupon and pay-in-kind securities.  
These securities are debt securities that do not make regular cash interest payments.  Zero-coupon and step-coupon 
securities are sold at a deep discount to their face value.  Pay-in-kind securities pay interest through the issuance of 
additional securities. Because these securities do not pay current cash income, the price of these securities can be 
volatile when interest rates fluctuate.  While these securities do not pay current cash income, the Code requires the 
holders of these securities to include in income each year the portion of the original issue discount (or deemed 
discount) and other non-cash income on the securities accruing that year.  The Fund may be required to distribute a 
portion of that discount and income and may be required to dispose of other portfolio securities, which may occur 
in periods of adverse market prices, in order to generate cash to meet these distribution requirements. 

 
Inflation-Linked and Inflation-Indexed Securities 

The Alternative Strategies Fund may invest in inflation-linked bonds. The principal amount of these bonds 
increases with increases in the price index used as a reference value for the bonds. In addition, the amounts payable 
as coupon interest payments increase when the price index increases because the interest amount is calculated by 
multiplying the principal amount (as adjusted) by a fixed coupon rate. 

 
Although inflation-indexed securities protect their holders from long-term inflationary trends, short-term 

increases in inflation may result in a decline in value. The values of inflation-linked securities generally fluctuate in 
response to changes to real interest rates, which are in turn tied to the relationship between nominal interest rates 
and the rate of inflation.  If inflation were to rise at a rate faster than nominal interest rates, real interest rates might 
decline, leading to an increase in value of the inflation-linked securities. In contrast, if nominal interest rates 
increased at a faster rate than inflation, real interest rates might rise, leading to a decrease in the value of inflation-
linked securities. If inflation is lower than expected during a period the Fund holds inflation-linked securities, the 
Fund may earn less on such bonds than on a conventional bond.  If interest rates rise due to reasons other than 
inflation (for example, due to changes in currency exchange rates), investors in inflation-linked securities may not 
be protected to the extent that the increase is not reflected in the price index used as a reference for the securities. 
There can be no assurance that the price index used for an inflation-linked security will accurately measure the real 
rate of inflation in the prices of goods and services. Inflation-linked and inflation-indexed securities include 
Treasury Inflation-Protected Securities issued by the U.S. government (see the section “U.S. Government 
Securities” for additional information), but also may include securities issued by state, local and non-U.S. 
governments and corporations and supranational entities. 

 
Borrowing 

The Alternative Strategies Fund is authorized to borrow money from time to time for temporary, 
extraordinary or emergency purposes or for clearance of transactions in amounts up to 33 1/3% of the value of its 
total assets at the time of such borrowings.  The use of borrowing by the Fund involves special risk considerations 
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that may not be associated with other funds having similar objectives and policies.  Since substantially all of the 
Fund’s assets fluctuate in value, whereas the interest obligation resulting from a borrowing will be fixed by the 
terms of the Fund’s agreement with its lender, the asset value per share of the Fund will tend to increase more when 
its portfolio securities increase in value and to decrease more when its portfolio assets decrease in value than would 
otherwise be the case if the Fund did not borrow funds.  In addition, interest costs on borrowings may fluctuate 
with changing market rates of interest and may partially offset or exceed the return earned on borrowed funds.  
Under adverse market conditions, the Fund might have to sell portfolio securities to meet interest or principal 
payments at a time when fundamental investment considerations would not favor such sales. 

 
Lending Portfolio Securities 

The Alternative Strategies Fund may lend its portfolio securities in an amount not exceeding 10% of its 
total assets to financial institutions such as banks and brokers if the loan is collateralized in accordance with 
applicable regulations.  Under the present regulatory requirements which govern loans of portfolio securities, the 
loan collateral must, on each business day, at least equal the value of the loaned securities and must consist of cash, 
letters of credit of domestic banks or domestic branches of foreign banks, or securities of the U.S. Government or 
its agencies.  To be acceptable as collateral, letters of credit must obligate a bank to pay amounts demanded by the 
Fund if the demand meets the terms of the letter.  Such terms and the issuing bank would have to be satisfactory to 
the Fund.  Any loan might be secured by any one or more of the three types of collateral.  The terms of the Fund’s 
loans must permit the Fund to reacquire loaned securities on five days’ notice or in time to vote on any serious 
matter and must meet certain tests under the Code. 

 
Short Sales 

The Alternative Strategies Fund is authorized to make short sales of securities which it does not own or 
have the right to acquire. In a short sale, the Fund sells a security that it does not own, in anticipation of a decline in 
the market value of the security.  To complete the sale, the Fund must borrow the security (generally from the 
broker through which the short sale is made) in order to make delivery to the buyer.  The Fund is then obligated to 
replace the security borrowed by purchasing it at the market price at the time of replacement.  The Fund is said to 
have a “short position” in the securities sold until it delivers them to the broker.  The period during which the Fund 
has a short position can range from one day to more than a year.  Until the security is replaced, the proceeds of the 
short sale are retained by the broker, and the Fund is required to pay to the broker a negotiated portion of any 
dividends or interest that accrue during the period of the loan.  To meet current margin requirements, the Fund is 
also required to deposit with the broker additional cash or securities so that the total deposit with the broker is 
maintained daily at 150% of the current market value of the securities sold short (100% of the current market value 
if a security is held in the account that is convertible or exchangeable into the security sold short within 90 days 
without restriction other than the payment of money). 

 
Short sales by the Fund create opportunities to increase the Fund’s return but, at the same time, involve 

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

 
Illiquid Securities 

The Alternative Strategies Fund may not invest more than 15% of the value of its net assets in illiquid 
securities, including restricted securities that are not deemed to be liquid by the Manager.  The Advisor and the 
Managers will monitor the amount of illiquid securities in the Fund’s portfolio, under the supervision of the Board, 
to ensure compliance with the Fund’s investment restrictions. 
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Historically, illiquid securities have included securities subject to contractual or legal restrictions on resale 
because they have not been registered under the Securities Act of 1933, as amended (the “Securities Act”), 
securities which are otherwise not readily marketable and repurchase agreements having a maturity of longer than 
seven days.  Securities which have not been registered under the Securities Act are referred to as private placement 
or restricted securities and are purchased directly from the issuer or in the secondary market.  Mutual funds do not 
typically hold a significant amount of these restricted or other illiquid securities because of the potential for delays 
on resale and uncertainty in valuation.  Limitations on resale may have an adverse effect on the marketability of 
portfolio securities and the Fund might be unable to dispose of restricted or other illiquid securities promptly or at 
reasonable prices and might thereby experience difficulty satisfying redemption within seven days.  The Fund 
might also have to register such restricted securities in order to dispose of them, resulting in additional expense and 
delay.  Adverse market conditions could impede such a public offering of securities. 

 
In recent years, however, a large institutional market has developed for certain securities that are not 

registered under the Securities Act, including repurchase agreements, commercial paper, foreign securities, 
municipal securities and corporate bonds and notes.  Institutional investors depend on an efficient institutional 
market in which the unregistered security can be readily resold or on an issuer’s ability to honor a demand for 
repayment.  The fact that there are contractual or legal restrictions on resale to the general public or to certain 
institutions may not be indicative of the liquidity of such investments.  If such securities are subject to purchase by 
institutional buyers in accordance with Rule 144A promulgated by the Commission under the Securities Act, the 
Manager, pursuant to procedures adopted by the Board, may determine that such securities are not illiquid 
securities notwithstanding their legal or contractual restrictions on resale.  In all other cases, however, securities 
subject to restrictions on resale will be deemed illiquid. 

 
Exchange-Traded Funds 

The Alternative Strategies Fund may invest in exchange-traded funds (“ETFs”), which are a type of index 
fund bought and sold on a securities exchange.  An ETF trades like common stock and represents a fixed portfolio 
of securities designed to track a particular market index.  The Fund could purchase an ETF to temporarily gain 
exposure to a portion of the U.S. or a foreign market while awaiting purchase of underlying securities.  The risks of 
owning an ETF generally reflect the risks of owning the underlying securities they are designed to track, although 
lack of liquidity in an ETF could result in it being more volatile and ETFs have management fees that increase their 
costs.  ETFs are also subject to other risks, including the risk that their prices may not correlate perfectly with 
changes in the underlying index and the risk of possible trading halts due to market conditions or other reasons that, 
in the view of the exchange upon which an ETF trades, would make trading in the ETF inadvisable.  An exchange-
traded sector fund may also be adversely affected by the performance of that specific sector or group of industries 
on which it is based. Investments in ETFs are generally subject to limits in the 1940 Act on investments in other 
investment companies. 

 
Merger Arbitrage  

The Alternative Strategies Fund may utilize merger arbitrage as an investment strategy.  Merger arbitrage 
is a highly specialized investment approach designed to profit from the successful completion of mergers, 
takeovers, tender offers, leveraged buyouts, spin-offs, liquidations and other corporate reorganizations.  The most 
common arbitrage activity, and the approach the Fund generally will use, involves purchasing the shares of an 
announced acquisition target company at a discount to their expected value upon completion of the acquisition.  
The Managers may sell securities short when the terms of a proposed acquisition call for the exchange of common 
stock and/or other securities.  In such a case, the common stock of the company to be acquired may be purchased 
and, at approximately the same time, an equivalent amount of the acquiring company’s common stock and/or other 
securities may be sold short.  The Fund generally engages in active and frequent trading of portfolio securities to 
achieve its principal investment strategies. 
 
Convertible Arbitrage  

The Alternative Strategies Fund may utilize convertible arbitrage as an investment strategy.  Convertible 
Arbitrage is a specialized strategy that seeks to profit from mispricings between a firm’s convertible securities and 
its underlying equity.  The most common convertible arbitrage approach matches a long position in the convertible 
security with a short position in the underlying common stock.  The Fund seeks to purchase convertible securities at 
discounts to their expected future values and sell short shares of the underlying common stock in order to mitigate 

 
 
 B-26 



 

equity market movements.  As stock prices rise and the convertible security becomes more equity sensitive, the 
Fund will sell short additional common shares in order to maintain the relationship between the convertible security 
and the underlying common stock.  As stock prices fall, the Fund will typically buy back a portion of shares which 
it had sold short.  Positions are typically designed to earn income from coupon or dividend payments, and from the 
short sale of common stock. 
 
Capital Structure Arbitrage  

The Alternative Strategies Fund may utilize capital structure arbitrage as an investment strategy.  This 
strategy attempts to take advantage of relative pricing discrepancies between related debt and/or equity securities.  
For example, the Fund may purchase a senior secured security of an issuer and sell short an unsecured security of 
the same issuer.  In this example the trade would be profitable if credit quality spreads widened or if the issuer went 
bankrupt and the recovery rate for the senior debt was higher.  Another example might involve the Fund purchasing 
one class of common stock while selling short a different class of common stock of the same issuer.  It is expected 
that, over time, the relative mispricing of the securities will disappear, at which point the position will be 
liquidated. 
 
Initial Public Offerings 

The Alternative Strategies Fund may purchase securities of companies in initial public offerings (“IPOs”). 
 By definition, IPOs have not traded publicly until the time of their offerings.  Special risks associated with IPOs 
may include a limited number of shares available for trading, unseasoned trading, lack of investor knowledge of the 
company, and limited operating history, all of which may contribute to price volatility.  Many IPOs are issued by 
undercapitalized companies of small or micro cap size.  The effect of IPOs on the Fund’s performance depends on a 
variety of factors, including the number of IPOs the Fund invests in relative to the size of the Fund and whether and 
to what extent a security purchased in an IPO appreciates or depreciates in value.  As the Fund’s asset base 
increases, IPOs often have a diminished effect on such Fund’s performance. 

 
Risks of Investing in Small Companies 

The Alternative Strategies Fund may invest in securities of small companies.  Additional risks of such 
investments include the markets on which such securities are frequently traded.  In many instances the securities of 
smaller companies are traded only over-the-counter or on a regional securities exchange, and the frequency and 
volume of their trading is substantially less than is typical of larger companies.  Therefore, the securities of smaller 
companies may be subject to greater and more abrupt price fluctuations.  When making large sales, the Fund may 
have to sell portfolio holdings at discounts from quoted prices or may have to make a series of small sales over an 
extended period of time due to the trading volume of smaller company securities.  Investors should be aware that, 
based on the foregoing factors, an investment in the Fund may be subject to greater price fluctuations than an 
investment in a fund that invests exclusively in larger, more established companies.  A Manager’s research efforts 
may also play a greater role in selecting securities for the Fund than in a fund that invests in larger, more 
established companies. 

 
Investment Restrictions 

The Trust (on behalf of the Fund) has adopted the following restrictions as fundamental policies, which 
may not be changed without the favorable vote of the holders of a “majority,” as defined in the 1940 Act, of the 
outstanding voting securities of the Fund.  Under the 1940 Act, the “vote of the holders of a majority of the 
outstanding voting securities” means the vote of the holders of the lesser of (i) 67% of the shares of the Fund 
represented at a meeting at which the holders of more than 50% of its outstanding shares are represented or (ii) 
more than 50% of the outstanding shares of the Fund. 

 
As a matter of fundamental policy, the Fund is diversified; i.e., as to 75% of the value of its total assets: (i) 

no more than 5% of the value of its total assets may be invested in the securities of any one issuer (other than U.S. 
Government securities); and (ii) the Fund may not purchase more than 10% of the outstanding voting securities of 
an issuer.  The Alternative Strategies Fund’s investment objective is also fundamental. 

 
In addition, the Fund may not: 
 
1. Issue senior securities, except as otherwise permitted by its fundamental policy on borrowing; 
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2. Borrow money, except that it may (a) borrow from banks (as defined in the 1940 Act) in amounts up 

to 33 1/3% of its total assets (including the amount borrowed), (b) borrow amounts equal to an additional 5% of its 
total assets for temporary purposes, (c) engage in transactions in mortgage dollar rolls and reverse repurchase 
agreements, make leveraged investments, and engage in other transactions that may entail the use of leverage, 
where, if necessary to comply with Section 18(f) of the 1940 Act, the Fund sets aside in a segregated account, and 
marks to market daily, liquid securities, such as cash, U.S. government securities, or high-grade debt obligations, 
equal to the Fund’s potential obligation or economic exposure under these transactions and instruments; 

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

transactions; 
 
4. Act as underwriter (except to the extent the Fund may be deemed to be an underwriter in connection 

with the sale of securities in its investment portfolio); 
 
5. Invest 25% or more of its total assets, calculated at the time of purchase and taken at market value, in 

any one industry (other than U.S. Government securities); 
 
6. Purchase or sell real estate or interests in real estate, except that (i) the Fund may purchase securities 

backed by real estate or interests therein, or issued by companies, including real estate investment trusts, which 
invest in real estate or interests therein; and (ii) the Fund may acquire and dispose of real estate or interests in real 
estate acquired through the exercise of its rights as a holder of debt obligations secured by real estate or interests 
therein. (For purposes of this restriction, investments by a Fund in mortgage-backed securities and other securities 
representing interests in mortgage pools shall not constitute the purchase or sale of real estate or interests in real 
estate or real estate mortgage loans); 

 
7. Purchase or sell commodities or commodity futures contracts, except that the Fund may purchase and 

sell stock index futures contracts and currency and financial futures contracts and related options in accordance 
with any rules of the CFTC; or 

 
8. Make loans of money (except for purchases of debt securities consistent with the investment policies 

of the Fund and except for repurchase agreements). 
 
9. Make investments for the purpose of exercising control or management. 
 
The Alternative Strategies Fund observes the following restrictions as a matter of operating but not 

fundamental policy, pursuant to positions taken by federal regulatory authorities, which may be changed by a vote 
of the Board at any time: 
 

The Fund may not: 
 
1. Invest in the securities of other investment companies or purchase any other investment company’s 

voting securities or make any other investment in other investment companies except to the extent permitted by 
federal law.  (Generally, the 1940 Act prohibits the Fund from investing more than 5% of the value of its total 
assets in any one investment company or more than 10% of the value of its total assets in investment companies as 
a group, and also restricts its investment in any investment company to 3% of the voting securities of such 
investment company.  There are some exceptions, however, to these limitations pursuant to various rules 
promulgated by the SEC.) 

 
2. Invest more than 15% of its net assets in securities that are restricted as to disposition or otherwise are 

illiquid or have no readily available market (except for securities that are determined by a Manager, pursuant to 
procedures adopted by the Board of Trustees, to be liquid). 
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BOARD OF TRUSTEES 
 

The overall management of the business and affairs of the Trust is vested with its Board, which is 
responsible for protecting the interests of shareholders.  The Trustees are experienced executives who will meet 
throughout the year to oversee the activities of the Fund, review the compensation arrangements between the 
Advisor and the Managers, review contractual arrangements with companies that provide services to the Fund, 
including the Advisor, Managers, and the Fund’s administrator, custodian and transfer agent, and review the Fund’s 
performance.  The day-to-day operations of the Trust are delegated to its officers, subject to the investment 
objectives of each series of the Trust and Trust policies and to general supervision by the Board.  A majority of the 
Trustees are not otherwise affiliated with the Advisor or any of the Managers. 

 
Independent Trustees* 

 

Name, Address and Year Born 

Position(s) 
Held with the 
Trust 

Term of Office 
and Length of 
Time Served 

Principal Occupation(s) 
During Past Five Years 

# of Portfolios 
in Fund 
Complex 
Overseen by 
Trustee 

Other 
Directorships 
Held by 
Trustee 
During Past 
Five Years 

A. George Battle  
4 Orinda Way, Suite 200D 
Orinda, CA  94563 
(born 1944) 

Independent 
Trustee 

Open-ended term; 
served since 
inception 

Executive Chairman, Ask 
Jeeves, Inc. (technology) 
from 2004 to 2005; Chief 
Executive Officer, Ask 
Jeeves from 2000 to 2003; 
Senior Fellow, The Aspen 
Institute since 1995.  
 

6 Advent 
Software; 
Expedia Inc; 
Fair, Isaac and 
Company, Inc.; 
Netflix Inc. 

Frederick August Eigenbrod, Jr., 
Ph.D. 
4 Orinda Way, Suite 200D 
Orinda, CA  94563 
(born 1941) 

Independent 
Trustee  

Open-ended term; 
served since 
inception  

Vice President, 
RoutSource Consulting 
Services (organizational 
planning and 
development) since 2002. 
 

6 None 

Harold M. Shefrin, Ph.D. 
4 Orinda Way, Suite 200D 
Orinda, CA  94563 
(born 1948) 
 

Independent 
Trustee 

Open-ended term; 
served since 
February 2005 

Professor, Department of 
Finance, Santa Clara 
University since 1979. 

6 SA Funds – 
Investment 
Trust 
 

Taylor M. Welz  
2431 W. March Lane, Suite 100 
Stockton, CA 95207 
(born 1959) 

Independent 
Trustee 

Open-ended term; 
served since 
inception  

CPA/PFS, CFP; President, 
CCO & Sole Owner, Welz 
Financial Services, 
Inc.(investment advisory 
services and retirement 
planning), since 2007; 
Partner and Chief 
Compliance Officer, 
Bowman & Company 
LLP (certified public 
accountants) from 1987 to 
2007. 

6 None 

* The term “Independent Trustees” used herein refers to those Trustees who are not “interested persons” of the Trust as defined 
under the 1940 Act. 
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Interested Trustees & Officers 
 

Name, Address and Year Born 

Position(s) 
Held with 
the Trust 

Term of 
Office and 
Length of 
Time Served 

Principal Occupation (s) During 
Past Five Years 

# of 
Portfolios in 
Fund 
Complex 
Overseen 
by Trustee 

Other Directorships 
Held by 
Trustee/Officer 
During Past Five 
Years 

Kenneth E. Gregory*  
4 Orinda Way, Suite 200D  
Orinda, CA 94563 
(born 1957) 

President and 
Trustee 

Open-ended 
term;  
served since 
inception  

President of the Advisor; President 
and Chief Strategist of Litman 
Gregory Asset Management, LLC 
(investment advisors); President of 
Litman Gregory Research, Inc. 
(publishers); and Officer of 
Litman Gregory Analytics, LLC 
(web based publisher of financial 
research) since 2000. 
 

6 None 

Craig A. Litman*  
100 Larkspur Landing Circle 
Suite 204 
Larkspur, CA 94939 
(born 1946) 

Secretary 
and Trustee 

Open-ended 
term;  
served since 
inception  

Treasurer and Secretary of the 
Advisor; Vice President and 
Secretary of Litman Gregory 
Research, Inc.; and Chairman of 
Litman Gregory Asset 
Management, LLC since 2000. 

6 None 

Jeremy DeGroot* 
4 Orinda Way, Suite 200D 
Orinda, CA 94563 
(born 1963) 

Assistant 
Secretary 
and Trustee 

Open-ended 
term;  
served since 
December 
2008 

Chief Investment Officer of 
Litman Gregory Asset 
Management, LLC since 2008. 

6 None 

John Coughlan  
4 Orinda Way, Suite 200D 
Orinda, CA 94563 
(born 1956) 

Treasurer 
and Chief 
Compliance 
Officer 

Open-ended 
term; served as 
Treasurer 
since 
inception, and 
as Chief 
Compliance 
Officer since 
September 
2004 

Chief Operating Officer and Chief 
Compliance Officer, Litman 
Gregory Fund Advisors, LLC 
since 2004. 

N/A None 

* Denotes Trustees who are “interested persons” of the Trust, as such term is defined under the 1940 Act, because of their relationship with the Advisor 
(the “Interested Trustees”). 

 
 

Additional Information Concerning Our Board of Trustees 
 
 The Role of the Board  
 
 The Board oversees the management and operations of the Trust. Like most mutual funds, the day-to-day 
management and operation of the Trust is performed by various service providers to the Trust, such as the Advisor, 
the Managers, and the Trust’s distributor, administrator, custodian, and transfer agent, each of which is discussed in 
greater detail in this SAI. The Board has appointed senior employees of certain of these service providers as 
officers of the Trust, with the responsibility to monitor and report to the Board on the Trust’s operations.  In 
conducting this oversight, the Board receives regular reports from these officers and service providers regarding the 
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Trust’s operations. For example, investment officers report on the performance of each series of the Trust. The 
Board has appointed a Chief Compliance Officer who administers the Trust’s compliance program and regularly 
reports to the Board as to compliance matters. Some of these reports are provided as part of formal “Board 
Meetings,” which are typically held quarterly, in person, and involve the Board’s review of recent Trust operations. 
From time to time, one or more members of the Board may also meet with management in less formal settings, 
between formal “Board Meetings,” to discuss various topics. In all cases, however, the role of the Board and of any 
individual Trustee is one of oversight and not of management of the day-to-day affairs of the Trust and its oversight 
role does not make the Board a guarantor of the Trust’s investments, operations or activities. 
 
 Board Structure, Leadership 
 
 The Board has structured itself in a manner that it believes allows it to perform its oversight function 
effectively. It has established three standing committees, an Audit Committee, a Nominating Committee and a 
Valuation Committee, which are discussed in greater detail under “Board of Trustees – Board Committees” below. 
More than 50% of the members of the Board are Independent Trustees, and each of the Audit Committee and 
Nominating Committee are comprised entirely of Independent Trustees.  The Board does not currently have a 
designated lead Independent Trustee.  The Board believes that it is not necessary to designate a lead Independent 
Trustee because of the relatively small size of the Board, the good working relationship among the Board members, 
and the fact that all of the Independent Trustees also serve on the Audit Committee and the Nominating Committee. 
 The Independent Trustees also prefer to remain equally involved in Board matters.  The Independent Trustees have 
engaged their own independent counsel to advise them on matters relating to their responsibilities in connection 
with the Trust.   
 
 Presently, Mr. Gregory serves as the Chairman of the Board and President of the Advisor.  Mr. Gregory is 
an “interested person” of the Trust, as defined in the 1940 Act, by virtue of his employment relationship with the 
Advisor.  In developing the Board’s structure, the Board has determined that Mr. Gregory’s history with the Trust, 
familiarity with the investment objectives of each series of the Trust and extensive experience in the field of 
investments qualifies him to serve as the Chairman of the Board. The Board has also determined that the function 
and composition of the Audit Committee and Nominating Committees are appropriate means to address any 
potential conflicts of interest that may arise from the Chairman’s status as an Interested Trustee. 
 

The Board reviews its leadership structure periodically as part of its annual self-assessment process 
and believes that its structure is appropriate to enable the Board to exercise its oversight of the Trust given the 
following specific characteristics: (i) the Advisor’s role in the operation of the Trust’s business and in the 
selection and oversight of each Manager; (ii) Messrs. Gregory, Litman and DeGroot’s additional roles with the 
Advisor, which enhance the Board’s understanding of the operations of the Advisor and each Manager and the 
Board’s oversight of risk management; (iii) the extent to which the work of the Board is conducted through its 
standing committees, each of which, except for the Valuation Committee, is comprised solely of all of the 
Independent Trustees; and (iv) the extent to which the Independent Trustees meet as needed, together with 
their independent legal counsel, in the absence of members of management and members of the Board who are 
“interested persons” of the Trust. 
 
 Board Oversight of Risk Management 
 
 As part of its oversight function, the Board receives and reviews various risk management reports and 
assessments and discusses these matters with appropriate management and other personnel. Risk management is a 
broad concept comprised of many disparate elements (such as, for example, investment risk, issuer and 
counterparty risk, compliance risk, operational risk and business continuity risk).  Consequently, Board oversight of 
different types of risks is handled in different ways.  In the course of providing oversight, the Board and its 
committees receive reports on the Trust’s activities regarding the Trust’s investment portfolios and its financial 
accounting and reporting.  The Board also receives periodic reports as to how the Advisor conducts service 
provider oversight and how it monitors for other risks, such as derivatives risk, business continuity risks and risks 
that might be present with individual Managers or specific investment strategies. The Audit Committee meets 
regularly with the Chief Compliance Officer to discuss compliance and operational risks. The Audit Committee’s 
meetings with the Treasurer and the Trust’s independent registered public accounting firm also contribute to its 
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oversight of certain internal control risks. The full Board receives reports from the Advisor as to investment risks as 
well as other risks that may be also discussed in the Audit Committee.  

 
 The Trust believes that the Board’s role in risk oversight must be evaluated on a case-by-case basis and 

that its existing role in risk oversight is appropriate.  However, not all risks that may affect the Trust can be 
identified or processes and controls developed to eliminate or mitigate their occurrence or effects, and some risks 
are beyond any control of the Trust, the Advisor or its affiliates or other service providers. 
  
 Information about Each Trustee’s Qualification, Experience, Attributes or Skills 
 
 The Board believes that each of the Trustees has the qualifications, experience, attributes and skills 
(“Trustee Attributes”) appropriate to their continued service as Trustees of the Trust in light of the Trust’s business 
and structure. Each of the Trustees has a demonstrated record of business and professional accomplishment that 
indicates that they have the ability to critically review, evaluate and assess information provided to them. Certain of 
these business and professional experiences are set forth in detail in the charts above. In addition, certain of the 
Trustees have served on boards for organizations other than the Trust, and each of the Trustees has served on the 
Board of the Trust for a number of years. They therefore have substantial boardroom experience and, in their 
service to the Trust, have gained substantial insight as to the operation of the Trust and have demonstrated a 
commitment to discharging oversight duties as Trustees in the interest of shareholders.   
 
 In addition to the information provided in the charts above, certain additional information concerning each 
particular Trustee and certain of their Trustee Attributes is provided below. The information provided below, and in 
the charts above, is not all-inclusive. Many Trustee Attributes involve intangible elements, such as intelligence, 
work ethic, and the ability to work together, to communicate effectively, to exercise judgment, to ask incisive 
questions, to manage people and problems, and to develop solutions. The Board annually conducts a self-
assessment wherein the effectiveness of the Board and individual Trustees is reviewed.  In conducting its annual 
self-assessment, the Board has determined that the Trustees have the appropriate attributes and experience to 
continue to serve effectively as Trustees of the Trust. 
 
 The summaries set forth below as to the qualifications, attributes, and skills of the Trustees are furnished 
in response to disclosure requirements imposed by the SEC, do not constitute any representation or guarantee that 
the Board or any Trustee has any special expertise or experience, and do not impose any greater or additional 
responsibility or obligation on, or change any standard of care applicable to, any such person or the Board as a 
whole than otherwise would be the case. 
 
 Mr. Gregory’s Trustee Attributes include his position as President of the Advisor.  In this position, Mr. 
Gregory has intimate knowledge of the Trust and its operations, personnel and financial resources. His position of 
influence and responsibility at the Advisor, in addition to his knowledge of the Advisor, has been determined to be 
valuable to the Board in its oversight of the Trust.  In addition, Mr. Gregory co-founded Litman Gregory Asset 
Management, LLC and has served as its Chief Investment Officer and Chief Strategist.  Mr. Gregory also serves as 
co-portfolio manager of each series of the Trust. 
 
 Mr. Litman’s Trustee Attributes include his positions as Treasurer and Secretary of the Advisor.  In these 
positions, Mr. Litman has intimate knowledge of the Trust and its operations, personnel and financial resources.  
His position of influence and responsibility at the Advisor, in addition to his knowledge of the Advisor, has been 
determined to be valuable to the Board in its oversight of the Trust.  In addition, Mr. Litman serves as Vice 
President and Secretary of Litman Gregory Research, Inc. and Chairman of Litman Gregory Asset Management, 
LLC. 
 
 Mr. DeGroot’s Trustee Attributes include his position as Chief Investment Officer of Litman Gregory 
Asset Management, LLC.  In this position, Mr. DeGroot is responsible for overseeing Manager due diligence, asset 
class research and tactical allocation decisions.  Mr. DeGroot also has prior experience as an economics consultant 
and economist. 
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 Mr. Battle’s Trustee Attributes include his executive experience as Chief Executive Officer and Executive 
Chairman of Ask Jeeves, Inc., and his financial accounting background as a Certified Public Accountant (inactive) 
and as a Partner in the Audit Division at Arthur Anderson.  Mr. Battle also has many years of experience as a 
member of the audit committees of several public companies. 
 
 Mr. Eigenbrod’s Trustee Attributes include his significant business advisory experience serving on the 
Board of Directors for Right Management Consultants providing management and organizational development 
consulting service as an independent consultant and executive coach.  Mr. Eigenbrod also serves as a member of 
the Board of a risk management consulting firm. 
 
 Mr. Shefrin’s Trustee Attributes include his distinguished academic career as a Professor at Santa Clara 
University, where he teaches finance and accounting.  Mr. Shefrin also has a number of years of mutual fund board 
experience, having served on the Board of SA Funds - Investment Trust since 1999. 
 

Mr. Welz’s Trustee Attributes include many years of financial reporting, auditing and investment advisory 
experience.  Mr. Welz is a Certified Public Accountant and also serves as the President, Chief Compliance Officer 
and Sole Owner of Welz Financial Services Inc., an investment advisory services and retirement planning firm. 

 
 

Board Committees 
The Board has three standing committees as described below: 
 

 
Audit Committee 

Members Description 

Committee Meetings 
During Fiscal Year Ended 

December 31, 2010 
A. George Battle  
Frederick August Eigenbrod, Jr., Ph.D. 
Harold M. Shefrin, Ph.D. 
Taylor M. Welz 

Responsible for advising the full Board with 
respect to accounting, auditing and financial 
matters affecting the Trust. 

2 

 
 

Nominating Committee 

Members Description 

Committee Meetings 
During Fiscal Year Ended 

December 31, 2010 
A. George Battle  
Frederick August Eigenbrod, Jr., Ph.D.  
Harold M. Shefrin, Ph.D. 
Taylor M. Welz 

Responsible for seeking and reviewing candidates 
for consideration as nominees for Trustees as is 
considered necessary from time to time.  There 
currently is no policy with respect to considering 
nominees recommended by shareholders.  

4 
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Valuation Committee 

Members Description 

Committee Meetings 
During Fiscal Year Ended 

December 31, 2010 
Taylor M. Welz  
Kenneth E. Gregory 
Craig A. Litman 
John Coughlan 
Jeremy DeGroot  
 

Responsible for (1) monitoring the valuation of 
the Funds’ securities and other investments; and 
(2) as required by each series of the Trust’s 
valuation procedures, when the full Board is not 
in session, determining the fair value of illiquid 
and other holdings after consideration of all 
relevant factors, which determinations are 
reported to the full Board for approval and 
ratification. 
 

4 
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Trustee Ownership of Fund Shares 
 As of December 31, 2010, the Trustees owned the following dollar range of shares of the each series of the 
Trust:(1)  

Name of Trustee 
Equity 
Fund 

International 
Fund 

Value 
Fund 

Smaller 
Companies 

Fund 

Focused 
Opportunitie

s Fund 

Alternative 
Strategies 

Fund 

Aggregate Dollar Range 
of Equity Securities in 

all Registered 
Investment Companies 
Overseen by Trustee in 
Family of Investment 

Companies (2) 
A. George Battle D D D D D A E 
Frederick August 
Eigenbrod, Jr. D C A C D A E 
Harold M. Shefrin B C B B B A D 
Taylor M. Welz E E E D D A E 
Kenneth E. Gregory E E E E E A E 
Craig A. Litman E E E E E A E 
Jeremy DeGroot D E D C E A E 
(1)  Dollar Range of Equity Securities : 

A=None 
B=$1-$10,000 
C=$10,001-$50,000 
D=$50,001-$100,000 
E= Over $100,000 

(2)  As of December 31, 2010, the Trustees each oversaw five registered investment companies in the fund complex. 

 
Trustee Interest in Investment Advisor, Distributor or Affiliates 
 As of December 31, 2010, the Independent Trustees, and their respective immediate family members, did not 
own any securities beneficially or of record in the Advisor, the Managers, U.S. Bancorp, the parent company of Quasar 
Distributors LLC (the “Distributor”), or any of their respective affiliates.  Further, the Independent Trustees and their 
respective immediate family members did not have a direct or indirect interest, the value of which exceeds $120,000, 
in the Advisor, the Managers, the Distributor, or any of their respective affiliates during the two most recently 
completed calendar years. 
 
Compensation 

With the addition of this new Fund in September 2011, the Trustees’ annual compensation is $76,250, plus 
expenses incurred by the Trustees in connection with attendance at meetings of the Board and its committees.  
Because the Fund has recently commenced operations, the following figures represent estimates for the current 
fiscal period ending December 31, 2011. 
  

Name of Person, Position 
 

Aggregate 
Compensation 

from  
Alternative 

Strategies Fund 
(1) 
 

Pension or 
Retirement 

Benefits Accrued 
as Part of Fund 

Expenses 
 

Estimated 
Annual Benefits 

Upon 
Retirement 

 

Total Compensation 
from Trust Complex 

Paid to Trustees(2) 
 

A. George Battle, Trustee $1,250 $0 $0 $76,250 
Frederick A. Eigenbrod, Jr., Trustee $1,250 $0 $0 $76,250 
Harold M. Shefrin, Trustee  $1,250 $0 $0 $76,250 
Taylor M. Welz,  
Trustee 

$1,250 $0 $0 $76,250 

Jeremy DeGroot, 
Trustee* 

None None None None 

Kenneth E. Gregory, President and 
Trustee* 

None None None None 

Craig A. Litman,  
Secretary and Trustee* 

None None None None 
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*  As of December 31, 2010, Messrs. DeGroot, Gregory and Litman were Interested Trustees because of their relationship 
with the Advisor and accordingly served on the Board without compensation. 

(1) The Alternative Strategies Fund commenced operations as of the date of this SAI and therefore has not paid compensation 
to the Trustees.  It is estimated that the Fund will pay approximately $305,000 in total compensation to the Trustees for 
the fiscal period ending December 31, 2011. 

(2) Total Compensation from Trust Complex reflects the total amounts paid out of the Trust’s existing five series and the 
estimate payment for the Alternative Strategies Fund. 

 
 

Control Persons and Principal Shareholders 
A principal shareholder of the Fund is any person who owns (either of record or beneficially) 5% or more 

of the outstanding shares of any class of the Fund.  A control person of the Fund is one who owns, either directly or 
indirectly, more than 25% of the voting securities of the Fund or acknowledges the existence of such control.  A 
control person can have a significant impact on the outcome of a shareholder vote.   

 
As of the date of this SAI, there are no principal shareholders of the Fund.   
 
 

PORTFOLIO HOLDINGS DISCLOSURE POLICIES AND PROCEDURES 

 The Board has adopted policies to ensure that any disclosure of information about the Fund’s portfolio 
holdings is in the best interest of Fund shareholders; and to make clear that information about the Fund’s portfolio 
holdings should not be distributed to any person unless: 
 

 The disclosure is required to respond to a regulatory request, court order or other legal proceedings;  
 The disclosure is to a mutual fund rating or statistical agency or person performing similar functions who 

has signed a confidentiality agreement with the Trust; 
 The disclosure is made to internal parties involved in the investment process, administration or custody of 

the Fund, including but not limited to the Advisor, the Managers and the Board; 
 The disclosure is (a) in connection with a quarterly, semi-annual or annual report that is available to the 

public or (b) relates to information that is otherwise available to the public (e.g. portfolio information that 
is available on the Fund’s website); or 

 The disclosure is made pursuant to prior written approval of the Chief Compliance Officer of the Advisor 
or the Trust, or the President of the Trust. 

 
The Fund will make its portfolio holdings publicly available on the Fund’s website 15 days after the end of 

each calendar quarter.  
 
The Fund does not have any individualized ongoing arrangements to make available information about the 

Fund’s portfolio securities to any person other than the disclosures made, as described above, to internal parties 
involved in the Fund’s investment process, administration or custody of the Fund.  To the extent required to 
perform services for the Fund or the Advisor, the Trust’s or the Advisor’s legal counsel or the Trust’s auditors may 
obtain portfolio holdings information.  Such information is provided subject to confidentiality requirements.  

 
THE ADVISOR AND THE MANAGERS 

 
 Subject to the supervision of the Board, investment management and related services are provided by the 
Advisor to the Fund, pursuant to an investment advisory agreement (the “Advisory Agreement”).  In addition, the 
assets of the Fund are divided into segments by the Advisor, and individual selection of securities in each segment 
is provided by a Manager approved by the Board pursuant, in each case, to an investment sub-advisory agreement 
(each, a “Management Agreement”).  Under the Advisory Agreement, the Advisor has agreed to (i) furnish the 
Fund with advice and recommendations with respect to the selection and continued employment of Managers to 
manage the actual investment of the Fund’s assets; (ii) direct the allocation of the Fund’s assets among such 
Managers; (iii) oversee the investments made by such Managers on behalf of the Fund, subject to the ultimate 
supervision and direction of the Board; (iv) oversee the actions of the Managers with respect to voting proxies for 
the Fund, filing Section 13 ownership reports with the SEC for the Fund, and taking other actions on behalf of the 
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Fund; (v) maintain the books and records required to be maintained by the Fund except to the extent arrangements 
have been made for such books and records to be maintained by the administrator, another agent of the Fund or a 
Manager; (vi) furnish reports, statements and other data on securities, economic conditions and other matters 
related to the investment of the Fund’s assets that the Fund’s administrator or distributor or the officers of the Trust 
may reasonably request; and (vii) render to the Board such periodic and special reports with respect to the Fund’s 
investment activities as the Board may reasonably request, including at least one in-person appearance annually 
before the Board.  
 
 The Advisor has agreed, at its own expense, to maintain such staff and employ or retain such personnel 
and consult with such other persons as it shall from time to time determine to be necessary to the performance of its 
obligations under the Advisory Agreement.  Personnel of the Advisor may serve as officers of the Trust provided 
they do so without compensation from the Trust.  Without limiting the generality of the foregoing, the staff and 
personnel of the Advisor shall be deemed to include persons employed or retained by the Advisor to furnish 
statistical information, research, and other factual information, advice regarding economic factors and trends, 
information with respect to technical and scientific developments, and such other information, advice and 
assistance as the Advisor or the Board may desire and reasonably request.  With respect to the operation of the 
Fund, the Advisor has agreed to be responsible for (i) providing the personnel, office space and equipment 
reasonably necessary for the operation of the Trust and the Fund including the provision of persons qualified to 
serve as officers of the Trust; (ii) compensating the Managers selected to invest the assets of the Fund; (iii) the 
expenses of printing and distributing extra copies of the Fund’s prospectus, statement of additional information, and 
sales and advertising materials (but not the legal, auditing or accounting fees incurred thereto) to prospective 
investors (but not to existing shareholders); and (iv) the costs of any special Board meetings or shareholder 
meetings convened for the primary benefit of the Advisor or any Manager. 
 

Under each Management Agreement, each Manager agrees to invest its allocated portion of the assets of 
the Fund in accordance with the investment objectives, policies and restrictions of the Fund as set forth in the 
Trust’s and the Fund’s governing documents, including, without limitation, the Trust’s Agreement and Declaration 
of Trust and By-Laws, each as amended from time to time; the Fund’s prospectus, statement of additional 
information, and undertakings; and such other limitations, policies and procedures as the Advisor or the Trustees of 
the Trust may impose from time to time in writing to the Manager.  In providing such services, each Manager shall 
at all times adhere to the provisions and restrictions contained in the federal securities laws, applicable state 
securities laws, the Code, and other applicable law. 

 
Without limiting the generality of the foregoing, each Manager has agreed to (i) furnish the Fund with 

advice and recommendations with respect to the investment of the Manager’s allocated portion of the Fund’s 
assets; (ii) effect the purchase and sale of portfolio securities for the Manager’s allocated portion or determine that 
a portion of such allocated portion will remain uninvested; (iii) manage and oversee the investments of the 
Manager’s allocated portion, subject to the ultimate supervision and direction of the Board; (iv) vote proxies and 
take other actions with respect to the securities in the Manager’s allocated portion; (v) maintain the books and 
records required to be maintained with respect to the securities in the Manager’s allocated portion; (vi) furnish 
reports, statements and other data on securities, economic conditions and other matters related to the investment of 
the Fund’s assets which the Advisor, Trustees or the officers of the Trust may reasonably request; and (vii) render 
to the Board such periodic and special reports with respect to Manager’s allocated portion as the Board may 
reasonably request. 

 
As compensation for the Advisor’s services (including payment of the Managers’ fees), the Fund pays the 

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

 
Pursuant to an Operating Expenses Limitation Agreement (the “Expenses Limitation Agreement”), the 

Advisor has also agreed to waive a portion of the advisory fees and/or or reimburse a portion of the Fund’s 
operating expenses (excluding any taxes, interest, brokerage commissions, expenses incurred in connection with 
any merger or reorganization, borrowing cost (including commitment fees), dividend expenses, acquired fund fees 
and expenses and any extraordinary expenses such as but not limited to litigation costs) through September 30, 
2012 (unless otherwise sooner terminated) to ensure that the Fund’s total annual fund operating expenses after the 
fee waiver and/or expense reimbursement for the Institutional Class and the Investor Class will not exceed 1.49% 
and 1.74%, respectively.  The Expenses Limitation Agreement may be renewed after September 30, 2012 for 
periods not exceeding one year and may be terminated by the Board on sixty (60) days’ written notice to Litman 
Gregory.  Litman Gregory may also decline to renew the Expenses Limitation Agreement on thirty (30) days’ 
written notice to the Trust.  Any fee waiver or expense reimbursement made pursuant to the Expenses Limitation 
Agreement is subject to the repayment by the Fund within three (3) years following the fiscal year in which the fee 
waiver or expense reimbursement occurred but only if the Fund is able to make the repayment without exceeding 
its current expense limitation and the repayment is approved by the Board. 

 
The Advisor is controlled by Craig A. Litman, Kenneth E. Gregory and Litman Gregory Asset 

Management, LLC. 
 

 Under the Advisory Agreement and each Management Agreement, the Advisor and the Managers will not 
be liable to the Trust for any error of judgment by the Advisor or the Managers or any loss sustained by the Trust 
except in the case of a breach of fiduciary duty with respect to the receipt of compensation for services (in which 
case any award of damages will be limited as provided in the 1940 Act) or of willful misfeasance, bad faith or gross 
negligence by reason of reckless disregard of its obligations and duties under the applicable agreement. 
 
 The Advisory Agreement and the Management Agreements remain in effect for an initial period not to 
exceed two years.  Thereafter, if not terminated, the Advisory Agreement and each Management Agreement will 
continue automatically for successive annual periods, provided that such continuance is specifically approved at 
least annually (i) by a majority vote of the Independent Trustees cast in person at a meeting called for the purpose 
of voting on such approval, and (ii) by the Board or by vote of a majority of the outstanding voting securities of the 
Fund. 

 
The Advisory Agreement and Management Agreements are terminable by vote of the Board or by the 

holders of a majority of the outstanding voting securities of the Fund at any time without penalty, upon 60 days’ 
written notice to the Advisor or a Manager, as applicable.  The Advisory Agreement and the Management 
Agreements also may be terminated by the Advisor or a Manager, as applicable, upon 60 days’ written notice to the 
Fund.  The Advisory Agreement and the Management Agreements terminate automatically upon their assignment 
(as defined in the 1940 Act). 

 
In determining whether to approve or renew the Advisory Agreement and the Management Agreements, 

the Board will request and evaluate information provided by the Advisor and the Managers, in accordance with 
Section 15(c) of the 1940 Act.  At its initial approval meeting, the Board considered a number of factors, including 
the nature and quality of the services to be provided to the Fund by the Advisor and the Managers, the fees and 
expenses to be borne by the Fund, and the profitability of the relationship for the Advisor.  The Board approved the 
Advisory Agreement and Management Agreements at its August 31, 2011 meeting.  The factors considered by the 
Board will be discussed in more detail in the Fund’s 2011 Annual Report. 
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Legal Proceedings involving a Sub-Advisor 
 

On January 7, 2010, Trust Company of the West (“TCW”) commenced litigation against DoubleLine 
Capital L.P. (“DoubleLine”) in the Superior Court of the State of California, County of Los Angeles, Central 
District (the “Court”). The suit alleged that DoubleLine and four employees of DoubleLine who are former 
employees of TCW or its affiliates, including Jeffrey Gundlach (such four employees, the “Individuals”), 
misappropriated TCW’s confidential and proprietary information and trade secrets in founding and 
operating DoubleLine and are using such information in competing for assets under management. The lawsuit also 
included claims against certain of the Individuals, but not DoubleLine, for breach of fiduciary duty, 
misappropriation of trade secrets, breach of confidence, intentional interference with contractual relations and civil 
conspiracy.  
 

The Individuals, but not DoubleLine, subsequently filed with the Court a cross-complaint against TCW 
based on claims in connection with TCW’s termination of their employment and failure to pay wages due to them.   

 
On February 9, 2011, TCW asserted claims against DoubleLine Funds Trust (“DFT”), a registered open-

end investment company, and a number of John Doe defendants, setting out allegations substantially similar to the 
allegations contained in the litigation against DoubleLine and the Individuals, and included, among other things, 
claims that DFT aided and abetted, and conspired with, DoubleLine and the Individuals to misappropriate TCW’s 
trade secrets.  In connection with these claims, TCW sought a variety of remedies, including compensatory 
damages for lost profits; disgorgement of certain management fees and any carried interest obtained or retained by 
DFT; punitive damages; and certain injunctive relief.  The filing of these claims also triggered a previously issued 
Court order staying any further proceedings against the Trust until TCW’s claims against DoubleLine and the 
Individuals have been resolved. 
 

On July 6, 2011, the Court issued summary adjudication in favor of DoubleLine and the Individuals on the 
breach of confidence claim.  On September 16, 2011, a jury found for the Individuals in respect of their claim for 
unpaid wages and awarded damages to them under the California Labor Code.  The jury found for TCW on the 
intentional interference with contractual relations and breach of fiduciary duty claims, but determined that TCW 
was not damaged on either claim.  The jury also found for TCW on the trade secret violation claim, the damages for 
which, if any, will be determined by a judge at a hearing expected to be held in late October 2011.  The judge is 
also expected to rule on TCW’s claim of unfair competition at the October hearing.  There can be no assurances as 
to the outcome of any of the remaining matters in the litigation. 
 

TCW raised a fund under the U.S. Treasury’s Legacy Securities Public Private Investment Program (the 
“PPIP”) in the fall of 2009 to be managed by Mr. Gundlach, as key person, and announced in January 2010, 
subsequent to the termination of Mr. Gundlach, that it had voluntarily withdrawn the fund from the PPIP and would 
conduct an orderly liquidation of the fund.  DoubleLine has advised that employees and former employees of 
DoubleLine have been interviewed by representatives of the Special Inspector General of the Troubled Asset Relief 
Program, and by the office of the United States Attorney for the Southern District of New York, in connection with 
the PPIP and in connection with the same allegations of misappropriation of proprietary information made by TCW 
in its litigation against DoubleLine.  DoubleLine has advised that it understands that the inquiry stems at least in 
part from a federal grand jury inquiry. DoubleLine has also advised that it has cooperated with the inquiry and has 
voluntarily produced documents.   

 
The Board and its independent legal counsel received and considered oral and written reports from the 

Advisor regarding the due diligence performed by the Advisor related to the legal proceedings involving 
DoubleLine and TCW, including discussions with counsel to DoubleLine, discussions with current clients of 
DoubleLine, and a review of pleadings, court rulings, and other similar materials.  The Board also considered the 
Advisor’s recommendation to retain DoubleLine as a sub-advisor to the Fund despite the pending legal proceedings 
involving DoubleLine.  Additionally, special outside legal counsel was engaged to review the publicly available 
records of the proceedings and to evaluate the merits of TCW’s allegations.  After considering the information 
received and such other factors as it considered to be relevant, the Board determined to accept the Advisor’s 
recommendation and engage DoubleLine as a sub-advisor to the Fund, and the Board determined that the likelihood 
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of a material adverse impact on the viability of the Fund resulting from the proceedings should be remote.  
 

Although a jury verdict was reached on September 16, 2011, the trial is still ongoing, and some or all of 
the parties may appeal the decision.  Litigation and investigation and defense of any governmental inquiry or 
investigation can be expensive and time consuming, and their results can be unpredictable. There can be no 
assurances as to the outcome of these matters. The litigation and any governmental inquiry or investigation could 
consume a material amount of DoubleLine’s resources thereby potentially impairing DoubleLine’s ability to attract 
or retain talented personnel or otherwise effectively manage its portion of the Alternative Strategies Fund. In the 
event of an adverse outcome or if expenses of the litigation and related matters are greater than anticipated, 
DoubleLine’s ability to manage its portion of the Alternative Strategies Fund may be materially impaired, and 
shareholders, or the viability of the Alternative Strategies Fund, could be adversely affected. 
 

ADDITIONAL PORTFOLIO MANAGER INFORMATION 

 The following section provides information regarding each portfolio manager’s compensation, other 
accounts managed, material conflicts of interests, and any ownership of securities in the Fund.  Each portfolio 
manager or team member is referred to as a portfolio manager below.  The portfolio managers are shown together 
in this section only for ease in presenting the information and should not be viewed for purposes of comparing the 
portfolio managers or their firms against one another.  Each firm is a separate entity that may employ different 
compensation structures and may have different management requirements, and each portfolio manager may be 
affected by different conflicts of interest. 

Other Accounts Managed by Portfolio Managers 

 The table below identifies, for each portfolio manager of the Fund, the number of accounts managed 
(excluding the Fund) and the total assets in such accounts, within each of the following categories: registered 
investment companies, other pooled investment vehicles, and other accounts.  To the extent that any of these 
accounts are based on account performance, this information is reflected in separate tables below.  Information in 
all tables is shown as of June 30, 2011.  Asset amounts are approximate and have been rounded. 

Registered  
Investment Companies 

(excluding each series of the 
Trust) 

Other Pooled  
Investment Vehicles Other Accounts Fund and  

Portfolio Manager 
(Firm) 

Number of 
Accounts 

Total Assets in 
the Accounts 

Number of 
Accounts 

Total Assets in 
the Accounts 

Number of 
Accounts 

Total Assets in 
the Accounts 

Alternative Strategies Fund       

Jeremy DeGtoot 5 2,491,336,797 0 0 1 $115,000 

Jeffrey Gundlach  
(DoubleLine Capital) 

5 $8,742,500,000 1 $894,700,000 38 $2,350,400,000 

Steven Romick 
(First Pacific) 

1 $6,716,619,227 5 $774,648,559 6 $68,342,363 

Brian Selmo 
(First Pacific) 

0 $0 1 $11,314,384  0 $0 

Mark Landecker 
(First Pacific) 

0 $0 1 $117,607,644  0 $0 

Matt Eagan 
(Loomis Sayles) 

13 $47,343,080.069 16 $5,850,514,277 53 $4,429,831,055 

Kevin Kearns 
(Loomis Sayles) 

3 $799,963,750 10 $2,053,950,937 29 $3,986,085,739 

Todd Vandam 
(Loomis Sayles) 

2 $730,475,773 2 $273,446,295 16 $3,569,00 

John Orrico 
(Water Island Capital) 

3 $2,388,599,752 1 $4,004,202 0 $0 

Todd Munn 
(Water Island Capital) 

3 $2,388,599,752 1 $4,004,202 0 $0 

Roger Foltynowicz 
(Water Island Capital) 

3 $2,388,599,752 1 $4,004,202 0 $0 

Gregg Loprete 
(Water Island Capital) 

3 $2,388,599,752 1 $4,004,202 0 $0 
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 The following table reflects information regarding accounts for which the portfolio manager has day-to-
day management responsibilities and with respect to which the advisory fee is based on account performance. The 
Fund’s portfolio managers not listed below reported that they do not provide day-to-day management of accounts 
with performance-based advisory fees.  Information is shown as of June 30, 2011. Asset amounts are approximate 
and have been rounded. 
 
Other Accounts That Pay Performance-Based Advisory Fees Managed by Portfolio Managers 

Registered  
Investment Companies 

(excluding each series of the 
Trust) 

Other Pooled  
Investment Vehicles Other Accounts Fund and  

Portfolio Manager 
(Firm) 

Number of 
Accounts 

Total Assets in 
the Accounts 

Number of 
Accounts 

Total Assets in 
the Accounts 

Number of 
Accounts 

Total Assets in 
the Accounts 

Alternative Strategies Fund       

Jeremy DeGroot 
(Litman/Gregory) 

0 $0 0 $0 0 $0 

Jeffrey Gundlach  
(DoubleLine Capital) 

0 $0 1 $894,700,000 0 $0 

Steven Romick 
(First Pacific) 

0 $0 5 $774,648,559 0 $0 

Brian Selmo 
(First Pacific) 

0 $0 1 $11,314,384  0 $0 

Mark Landecker 
(First Pacific) 

0 $0 1 $117,607,644  0 $0 

Matt Eagan 
(Loomis Sayles) 

0 $0 1 $677,19,590 0 $0 

Kevin Kearns 
(Loomis Sayles) 

0 $0 1 $677,109,590 0 $0 

Todd Vandam 
(Loomis Sayles) 

0 $0 0 $0 0 $0 

John Orrico 
(Water Island Capital) 

0 $0 0 $0 0 $0 

Todd Munn 
(Water Island Capital) 

0 $0 0 $0 0 $0 

Roger Foltynowicz 
(Water Island Capital) 

0 $0 0 $0 0 $0 

Gregg Loprete 
(Water Island Capital) 

0 $0 0 $0 0 $0 

 
Material Conflicts of Interest 
 
 Actual or apparent material conflicts of interest may arise when a portfolio manager has day-to-day 
management responsibilities with respect to more than one investment account or in other circumstances.  Portfolio 
managers of each of the following Managers who manage other investment accounts in addition to the Fund may be 
presented with the potential conflicts described below.  
 

DOUBLELINE  
Sub-Advisor to the Alternative Strategies Fund 

 
From time to time, potential and actual conflicts of interest may arise between a portfolio manager’s management 
of the investments of the Fund, on the one hand, and the management of other accounts, on the other.  Potential and 
actual conflicts of interest also may result because of DoubleLine’s other business activities.  Other accounts 
managed by a portfolio manager might have similar investment objectives or strategies as the Fund, be managed 
(benchmarked) against the same index the Fund tracks, or otherwise hold, purchase, or sell securities that are 
eligible to be held, purchased or sold by the Fund.  The other accounts might also have different investment 
objectives or strategies than the Fund. 
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Knowledge and Timing of Fund Trades.  A potential conflict of interest may arise as a result of the portfolio 
manager’s management of the Fund.  Because of their positions with the Fund, the portfolio managers know the 
size, timing and possible market impact of the Fund’s trades.  It is theoretically possible that a portfolio manager 
could use this information to the advantage of other accounts under management, and also theoretically possible 
that actions could be taken (or not taken) to the detriment of the Fund. 
 
Investment Opportunities.  A potential conflict of interest may arise as a result of the portfolio manager’s 
management of a number of accounts with varying investment guidelines.  Often, an investment opportunity may 
be suitable for both the Fund and other accounts managed by the portfolio manager, but securities may not be 
available in sufficient quantities for both the Fund and the other accounts to participate fully.  Similarly, there may 
be limited opportunity to sell an investment held by the Fund and another account.  DoubleLine  has adopted 
policies and procedures reasonably designed to allocate investment opportunities on a fair and equitable basis over 
time. 
 
Under DoubleLine’s allocation procedures, investment opportunities are allocated among various investment 
strategies based on individual account investment guidelines, DoubleLine’s investment outlook, cash availability 
and a series of other factors. DoubleLine has also adopted additional internal practices to complement the general 
trade allocation policy that are designed to address potential conflicts of interest due to the side-by-side 
management of the Fund and certain pooled investment vehicles, including investment opportunity allocation 
issues. 
 
Conflicts potentially limiting the Fund’s investment opportunities may also arise when the Fund and other clients of 
DoubleLine invest in different parts of an issuer’s capital structure, such as when the Fund owns senior debt 
obligations of an issuer and other clients own junior tranches of the same issuer.  In such circumstances, decisions 
over whether to trigger an event of default, over the terms of any workout, or how to exit an investment may result 
in conflicts of interest.  In order to minimize such conflicts, a portfolio manager may avoid certain investment 
opportunities that would potentially give rise to conflicts with other clients of DoubleLine or DoubleLine may 
enact internal procedures designed to minimize such conflicts, which could have the effect of limiting the Fund’s 
investment opportunities.  Additionally, if DoubleLine acquires material non-public confidential information in 
connection with its business activities for other clients, a portfolio manager or other investment personnel may be 
restricted from purchasing securities or selling certain securities for the Fund or other clients.  When making 
investment decisions where a conflict of interest may arise, the Adviser will endeavor to act in a fair and equitable 
manner between the Fund and other clients; however, in certain instances the resolution of the conflict may result in 
DoubleLine acting on behalf of another client in a manner that may not be in the best interest, or may be opposed to 
the best interest, of the Fund. 
 
Performance Fees and Personal Investments.  A portfolio manager may advise certain accounts with respect to 
which the advisory fee is based entirely or partially on performance or in respect of which the portfolio manager 
may have made a significant personal investment.  Such circumstances may create a conflict of interest for the 
portfolio manager in that the portfolio manager may have an incentive to allocate the investment opportunities that 
he or she believes might be the most profitable to such other accounts instead of allocating them to the Fund.  
DoubleLine has adopted policies and procedures reasonably designed to allocate investment opportunities between 
the Fund and performance fee based accounts on a fair and equitable basis over time. 
  

FIRST PACIFIC ADVISORS, LLC (“First Pacific”) 
Sub-Advisor to the Alternative Strategies Fund 

 
 Although First Pacific manages other accounts that may have similar investment objectives or strategies, 
First Pacific believes that no material conflicts currently exist, and that any material conflicts of interest that may 
arise in connection with First Pacific’s management of the Fund’s investments and the management of the 
investments of other accounts are addressed primarily through First Pacific’s allocation policies. Under these 
policies, First Pacific attempts to allocate portfolio transactions equitably whenever concurrent decisions are made 
to purchase or sell securities for the Fund and another advisory account.  In some cases, this procedure could have 
an adverse effect on the price or amount of securities available to the Fund.  The main factors considered in such 
allocations are the respective investment objectives, the relative amount of portfolio holdings of the same or 
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comparable securities, the availability of cash for investment, the size of investment commitments generally held, 
and the opinion of the persons responsible for recommending the investments. 
 

LOOMIS SAYLES & COMPANY, LP (“Loomis Sayles”) 
Sub-Advisor to the Alternative Strategies Fund 

 
Conflicts of interest may arise in the allocation of investment opportunities and the allocation of 

aggregated orders among the Fund and other accounts managed by a portfolio manager.  A portfolio manager 
potentially could give favorable treatment to some accounts for a variety of reasons, including favoring larger 
accounts, accounts that pay higher fees, accounts that pay performance-based fees, accounts of affiliated companies 
and accounts in which the portfolio manager has an interest.  Such favorable treatment could lead to more favorable 
investment opportunities or allocations for some accounts.  Loomis Sayles has adopted policies and procedures to 
mitigate the effects of these conflicts.  Conflicts of interest also may arise to the extent a portfolio manager short 
sells a stock in one client account but holds that stock long in other accounts, including the Fund, or sells a stock 
for some accounts while buying the stock for others, and through the use of “soft dollar arrangements.”  
 

 
WATER ISLAND CAPITAL, LLC (“Water Island”) 

Sub-Advisor to the Alternative Strategies Fund 
 
 

Water Island does not believe that the overlapping responsibilities of the portfolio managers or the various 
elements of their compensation present any material conflict of interest for the following reasons because (1) the 
Fund and the other accounts they manage are similar; (2) Water Island follows strict and detailed written allocation 
procedures designed to allocate securities purchases and sales between the Fund and the other account in a fair and 
equitable manner; (3) Water Island has adopted policies limiting the ability of the portfolio managers to cross trade 
securities between the Fund and the other accounts; and (4) all allocations are subject to review by Water Island’s 
Chief Compliance Officer. 
 
Compensation Structure and Methods 
 
 The following section describes the structure of, and the methods used to determine the different types of 
compensation (e.g., salary, bonus, deferred compensation, retirement plans and arrangements) for the Fund’s 
portfolio managers as of June 30,, 2011. 
 
 

DOUBLELINE  
Sub-Advisor to the Alternative Strategies Fund 

 
The overall objective of the compensation program for portfolio managers is for DoubleLine to attract competent 
and expert investment professionals and to retain them over the long-term.  Compensation is comprised of several 
components which, in the aggregate are designed to achieve these objectives and to reward the portfolio managers 
for their contribution to the success of their clients and DoubleLine.  Portfolio managers are compensated through a 
combination of base salary, discretionary bonus and equity participation in DoubleLine.  Bonuses and equity 
generally represent most of the portfolio managers’ compensation.  However, in some cases, portfolio managers 
may have a profit sharing interest in the revenue or income related to the areas for which the portfolio managers are 
responsible.  Such profit sharing arrangements can comprise a significant portion of a portfolio manager’s overall 
compensation. 
 
Salary.  Salary is agreed to with portfolio managers at time of employment and is reviewed from time to time.  It 
does not change significantly and often does not constitute a significant part of a portfolio manager’s compensation. 
 
Discretionary Bonus/Guaranteed Minimums.  Portfolio managers receive discretionary bonuses.  However, in some 
cases, pursuant to contractual arrangements, some portfolio managers may be entitled to a mandatory minimum 
bonus if the sum of their salary and profit sharing does not reach certain levels. 
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Equity Incentives.  Portfolio managers participate in equity incentives based on overall firm performance of 
DoubleLine, through direct ownership interests in DoubleLine or participation in stock option or stock appreciation 
plans of DoubleLine.  These ownership interests or participation interests provide eligible portfolio managers the 
opportunity to participate in the financial performance of DoubleLine as a whole.  Participation is generally 
determined in the discretion of DoubleLine, taking into account factors relevant to the portfolio manager’s 
contribution to the success of DoubleLine. 
 
Other Plans and Compensation Vehicles.  Portfolio managers may elect to participate in DouleLine’s 401(k) plan, 
to which they may contribute a portion of their pre- and post-tax compensation to the plan for investment on a tax-
deferred basis.  DoulebLine may also choose, from time to time to offer certain other compensation plans and 
vehicles, such as a deferred compensation plan, to portfolio managers. 
 
Summary.   As described above, an investment professional’s total compensation is determined through a 
subjective process that evaluates numerous quantitative and qualitative factors, including the contribution made to 
the overall investment process. Not all factors apply to each investment professional and there is no particular 
weighting or formula for considering certain factors. Among the factors considered are: relative investment 
performance of portfolios (although there are no specific benchmarks or periods of time used in measuring 
performance); complexity of investment strategies; participation in the investment team’s dialogue; contribution to 
business results and overall business strategy; success of marketing/business development efforts and client 
servicing; seniority/length of service with the firm; management and supervisory responsibilities; and fulfillment of 
DoubleLine’s leadership criteria. 
  
   

FIRST PACIFIC  
Sub-Advisor to the Alternative Strategies Fund 

 
 Compensation of the portfolio managers is primarily through participation in First Pacific’s revenues and 
profits.  The portfolio managers’ compensation is not based on the performance of the Fund.  The participation in 
revenues and profits of First Pacific is primarily based on the revenues received on the assets managed by those 
portfolio managers, including the Fund’s assets, and partly based on the overall profitability of First Pacific.  This 
participation has both fixed and variable components.  The variable participation is based upon First Pacific’s 
assessment of the portfolio managers’ performance in a number of key areas including product management and 
business development, succession planning and team building, identity, and long term performance.  In addition, 
First Pacific further provides for a discretionary bonus that can be allocated to any member of the firm, including 
portfolio managers who are equity owners, in order to recognize outstanding achievements in any given year.  In 
addition, for portfolio managers who are equity owners of First Pacific, the value of their ownership interest is 
dependent upon their ability to effectively manage their business over the long term.  First Pacific offers a 401(k) 
plan whereby the portfolio managers, as well as all permanent employees of First Pacific, may elect to contribute 
up to the legal limit.  
 

LOOMIS SAYLES  
Sub-Advisor to the Alternative Strategies Fund 

 
Loomis Sayles believes that portfolio manager compensation should be driven primarily by the delivery of 
consistent and superior long-term performance for its clients. Portfolio manager compensation is made up primarily 
of three main components: base salary, variable compensation and a long-term incentive program.  Although 
portfolio manager compensation is not directly tied to assets under management, a portfolio manager’s base salary 
and/or variable compensation potential may reflect the amount of assets for which the manager is responsible 
relative to other portfolio managers. Loomis Sayles also offers a profit sharing plan. Base salary is a fixed amount 
based on a combination of factors, including industry experience, firm experience, job performance and market 
considerations. Variable compensation is an incentive-based component and generally represents a significant 
multiple of base salary. Variable compensation is based on four factors: investment performance, profit growth of 
the firm, profit growth of the manager’s business unit and team commitment. Investment performance is the 
primary component of total variable compensation and generally represents at least 60% of the total. The other 
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three factors are used to determine the remainder of variable compensation, subject to the discretion of the 
department’s Chief Investment Officer (“CIO”) and senior management.  The CIO and senior management evaluate 
these other factors annually.  
 

LITMAN GREGORY FUND ADVISORS, LLC 
Advisor to the each series of the Trust 

 
 Litman Gregory’s portfolio managers are compensated based on a fixed salary and a distribution of 
company profits commensurate with the portfolio managers’ respective ownership percentages in Litman Gregory. 
 

WATER ISLAND 
Sub-Advisor to the Alternative Strategies Fund 

 
Water Island’s portfolio managers are compensated in a combination of a salary and a bonus based on 

the profitability of Water Island. 
 

Portfolio Manager Securities Ownership 

 The table below identifies the dollar range of Fund shares beneficially owned by each portfolio manager 
of the Fund, as of August 31, 2011. 
 

Portfolio Manager/ 
   Fund(s) Managed 

Dollar Range of 
Securities Owned 

Jeremy DeGroot/  
Alternative Strategies Fund............................................................................................ A 

Matt Eagan/  
Alternative Strategies Fund............................................................................................ A 

Roger Foltynowicz/  
Alternative Strategies Fund............................................................................................ A 

Jeffrey Gundlach/  
Alternative Strategies Fund............................................................................................ A 

Kevin Kearns/  
Alternative Strategies Fund............................................................................................ A 

Mark Landecker/  
Alternative Strategies Fund............................................................................................ A 

Gregg Loprete  
Alternative Strategies Fund............................................................................................ A 

Todd Munn/  
Alternative Strategies Fund............................................................................................ A 

John Orrico/  
Alternative Strategies Fund............................................................................................ A 

Steven Romick/  
Alternative Strategies Fund............................................................................................ A 

Brian Selmo/  
Alternative Strategies Fund............................................................................................ A 

Todd Vandam/  
Alternative Strategies Fund............................................................................................ A 

Todd Vandam/  
Alternative Strategies Fund............................................................................................ A 

Todd Vandam/  
Alternative Strategies Fund............................................................................................ A 

Todd Vandam/  
Alternative Strategies Fund............................................................................................ A 

 
Key of Dollar Ranges for Table:  A - None; B - $1 to $10,000; C - $10,001 to $50,000; D - $50,001 to $100,000; E - $100,001 - $500,000; 
F - $500,001 - $1,000,000; G - Over $1,000,000. 
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PROXY VOTING POLICIES AND PROCEDURES 

 
The Board has delegated the responsibility for voting proxies relating to portfolio securities held by the 

Funds to the Advisor as a part of the Advisor’s general management of the Fund, subject to the Board’s continuing 
oversight.  The policy of the Trust is also to adopt the policies and procedures used by the Advisor to vote proxies 
relating to portfolio securities held by its clients.   

 
The following information is a summary of the proxy voting policies and procedures of the Advisor and 

the Managers. 

 
LITMAN GREGORY FUND ADVISORS, LLC 

Advisor to the each series of the Trust 
 

It is the Advisor’s policy to vote all proxies received by each series of the Trust in a timely manner.  In 
general, the Advisor will vote in accordance with its pre-determined voting guidelines (the “Guidelines”).  
However, the Advisor reserves the right to depart from any of the Guidelines and make a voting decision on a case-
by-case basis.  Although many proxy proposals will be covered by the Guidelines, the Advisor recognizes that 
some proposals require special consideration, and the Advisor will make a decision on a case-by-case basis in these 
situations.  Where such a case-by-case determination is required, the Advisor’s proxy voting coordinator may, but 
is not required to, consult with other personnel of the Advisor to determine the appropriate action on the matter.   

 
Unless otherwise instructed by the Fund, the Advisor may, and generally will, delegate the responsibility 

for voting proxies relating to the Fund’s portfolio securities to one or more of the Managers.  To the extent such 
responsibility is delegated to a Manager, the Manager shall assume the fiduciary duty and reporting responsibilities 
of the Advisor.  Unless otherwise instructed by the Fund or the Advisor, the Manager shall apply its own proxy 
voting policies and procedures. 

 
The Advisor’s duty is to vote in the best interests of the Fund’s shareholders.  In situations where the 

Advisor determines that a proxy proposal raises a material conflict of interest between the interests of the Advisor, 
the Fund’s principal underwriter, or an affiliated person of the Advisor or the principal underwriter and that of the 
Fund, the conflict shall be resolved by voting in accordance with a predetermined voting policy.  However, to the 
extent that (1) no pre-determined voting policy applies to the specific proposal or (2) there is an applicable pre-
determined voting policy, but the Advisor has discretion to deviate from such policy, the Advisor shall disclose the 
conflict to the Board and seek the Board’s direction or consent to the proposed vote prior to voting on such 
proposal.  

 
DOUBLELINE  

Sub-Advisor to the Alternative Strategies Fund 
DoubleLine determines how to vote proxies relating to portfolio securities pursuant to its written proxy 

voting policies and procedures, which have been adopted pursuant to Rule 206(4)-6 under the Investment Advisers 
Act of 1940, as amended (the “Proxy Policy”).  The Proxy Policy also applies to any voting rights and/or consent 
rights on behalf of the portfolio securities, with respect to debt securities, including but not limited to, plans of 
reorganization, and waivers and consents under applicable indentures. 

 
The Proxy Policy is designed and implemented in a manner reasonably expected to ensure that voting and 

consent rights are exercised in the best interests of the Funds and their shareholders. Under the Proxy Policy, 
DoubleLine will review each proxy to determine whether there may be a material conflict between DoubleLine and 
the Fund. If no conflict exists, DoubleLine will vote the proxy on a case-by-case basis in the best interest of each 
client under the circumstances, taking into account, but not necessarily being bound by, any recommendation made 
by any third party vendor that has been engaged by DoubleLine to provide recommendations on the voting of 
proxies. 
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If a material conflict does exist, DoubleLine will seek to resolve any such conflict in accordance with the 
Proxy Policy, which seeks to resolve such conflict in the Fund’s best interest by pursuing any one of the following 
courses of action: (i) convening a committee to assess and resolve the conflict; (ii) voting in accordance with the 
recommendation of an independent third-party service provider; (iii) voting in accordance with the instructions of 
the Fund’s Board, or any committee thereof; or (iv) not voting the proxy.  In voting proxies, including those in 
which a material conflict may be determined to exist, DoubleLine may also consider the factors and guidelines 
included in its Proxy Policy. 

 
In certain limited circumstances, particularly in the area of structured finance, DoubleLine may enter into 

voting agreements or other contractual obligations that govern the voting of shares and, in such cases, will vote any 
proxy in accordance with such agreement or obligation. 

 
In addition, where DoubleLine determines that there are unusual costs and/or difficulties associated with 

voting a proxy, which more typically might be the case with respect to proxies of non-U.S. issuers, DoubleLine 
reserves the right to not vote a proxy unless it determines that the potential benefits of voting the proxy exceed the 
expected cost to the relevant Fund. 

 
DoubleLine supervises and periodically reviews its proxy voting activities and implementation of the 

Proxy Policy. 
 
   

FIRST PACIFIC  
Sub-Advisor to the Alternative Strategies Fund 

 

First Pacific has implemented Proxy Voting Policies and Procedures, which underscore First Pacific’s 
concern that all proxy voting decisions be made in the best interests of the Fund and that First Pacific act in a 
prudent and diligent manner intended to enhance the economic value of the assets of the Fund.  Certain of First 
Pacific’s proxy voting guidelines include the following: First Pacific votes for uncontested director nominees 
recommended by management.  First Pacific votes against a management proposal to adopt a poison pill and votes 
for a management proposal to redeem a poison pill or limit the payment of greenmail.  First Pacific votes against a 
management proposal to eliminate or limit shareholders' rights to call a special meeting.  Although many proxy 
proposals can be voted in accordance with First Pacific's proxy voting guidelines, some proposals will require 
special consideration, and First Pacific will make a decision on a case-by-case basis in these situations.   

 Where a proxy proposal raises a material conflict between First Pacific’s interests and the Fund’s interests, 
First Pacific will resolve the conflict as follows: to the extent the matter is specifically covered by First Pacific’s 
proxy voting guidelines, the proxies generally will be voted in accordance with the guidelines.  To the extent First 
Pacific is making a case-by-case determination under its proxy voting guidelines, First Pacific will disclose the 
conflict to the Board or the Advisor and obtain the Board or Advisor’s consent to vote or direct the matter to an 
independent third party, selected by the Board or the Advisor, for a vote determination.  If the Board's or the 
Advisor’s consent or the independent third party’s determination is not received in a timely manner, First Pacific 
will abstain from voting the proxy. 
   
 

LOOMIS SAYLES  
Sub-Advisor to the Alternative Strategies Fund 

 
 Loomis Sayles uses the services of third parties (“Proxy Voting Services”) to research and administer the 
vote on proxies for those accounts and funds for which Loomis Sayles has voting authority. Each Proxy Voting 
Service has a copy of Loomis Sayles’ proxy voting procedures (“Procedures”) and provides vote recommendations 
and/or analysis to Loomis Sayles based on the Proxy Voting Services’ own research. Loomis Sayles will generally 
follow its express policy with input from the Proxy Voting Services unless Loomis Sayles’ Proxy Committee (the 
“Proxy Committee”) determines that the client’s best interests are served by voting otherwise.  All issues presented 
for shareholder vote will be considered under the oversight of the Proxy Committee. All nonroutine issues will be 
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directly considered by the Proxy Committee and, when necessary, the equity analyst following the company or the 
portfolio manager of the funds holding the security, and will be voted in the best investment interests of the funds. 
All routine issues will be voted according to Loomis Sayles’ policy approved by the Proxy Committee unless 
special factors require that they be considered by the Proxy Committee and, when necessary, the equity analyst 
following the company or the portfolio manager of the funds holding the security. Loomis Sayles’ Proxy 
Committee has established these routine policies in what it believes are the best investment interests of Loomis 
Sayles’ clients.   
 
 The specific responsibilities of the Proxy Committee include (1) the development, authorization, 
implementation and updating of the Procedures, including an annual review of the Procedures, existing voting 
guidelines and the proxy voting process in general, (2) oversight of the proxy voting process including oversight of 
the vote on proposals according to the predetermined policies in the voting guidelines, directing the vote on 
proposals where there is reason not to vote according to the predetermined policies in the voting guidelines or 
where proposals require special consideration, and consultation with the portfolio managers and analysts for the 
funds holding the security when necessary or appropriate and, (3) engagement and oversight of third-party vendors, 
including Proxy Voting Services.  
  
 Loomis Sayles has established several policies to ensure that proxies are voted in its clients’ best interest 
and are not affected by any possible conflicts of interest. First, except in certain limited instances, Loomis Sayles 
votes in accordance with its pre-determined policies set forth in the Procedures. Second, where these Procedures 
allow for discretion, Loomis Sayles will generally consider the recommendations of the Proxy Voting Services in 
making its voting decisions. However, if the Proxy Committee determines that the Proxy Voting Services’ 
recommendation is not in the best interest of its clients, then the Proxy Committee may use its discretion to vote 
against the Proxy Voting Services’ recommendation, but only after taking the following steps: (1) conducting a 
review for any material conflict of interest Loomis Sayles may have; and, (2) if any material conflict is found to 
exist, excluding anyone at Loomis Sayles who is subject to that conflict of interest from participating in the voting 
decision in any way. However, if deemed necessary or appropriate by the Proxy Committee after full prior 
disclosure of any conflict, that person may provide information, opinions or recommendations on any proposal to 
the Proxy Committee. In such event the Proxy Committee will make reasonable efforts to obtain and consider, prior 
to directing any vote information, opinions or recommendations from or about the opposing position on any 
proposal.  
 
 

WATER ISLAND  
Sub-Advisor to the Alternative Strategies Fund 

 
 Water Island intends to exercise a voice on behalf of its shareholders and clients in matters of corporate 
governance through the proxy voting process. Water Island takes their fiduciary responsibilities very seriously and 
believes the right to vote proxies is a significant asset of shareholders and clients. Water Island exercises its voting 
responsibilities as a fiduciary, solely with the goal of maximizing the value of our shareholders’ and clients’ 
investments.  
 
 Water Island votes proxies solely in the interests of its clients and believes that any conflict of interest 
must be resolved in the way that will most benefit its clients. Since the quality and depth of management is a 
primary factor considered when investing in a company, Water Island gives substantial weight to the 
recommendation of management on any issue. However, Water Island will consider each issue on its own merits, 
and the position of a company’s management will not be supported in any situation where it is found not to be in 
the best interests of Water Island’s clients.  
 
 Water Island recognizes that under certain circumstances it may have a conflict of interest in voting 
proxies on behalf of its clients. Such circumstances may include, but are not limited to, situations where Water 
Island or one or more of its affiliates, including officers, directors and employees, has or is seeking a client 
relationship with the issuer of the security that is the subject of the proxy vote. Water Island shall periodically 
inform its employees that they are under an obligation to be aware of the potential for conflicts of interest on the 
part of Water Island with respect to voting proxies on behalf of clients, both as a result of the employee’s personal 
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relationships and due to circumstances that may arise during the conduct of Water Island’s business, and to bring 
conflicts of interest of which they become aware to the attention of Water Island. Water Island shall not vote 
proxies relating to such issuers on behalf of its client accounts until it has determined that the conflict of interest is 
not material or a method of resolving such conflict of interest has been agreed upon by the Board.  A conflict of 
interest will be considered material to the extent that it is determined that such conflict has the potential to influence 
Water Island’s decision-making in voting a proxy. Materiality determinations will be based upon an assessment of 
the particular facts and circumstances. If Water Island determines that a conflict of interest is not material, Water 
Island may vote proxies notwithstanding the existence of a conflict. 

 

MORE INFORMATION ABOUT PROXY VOTING 
 

The actual voting records relating to portfolio securities during the most recent 12-month period ended 
June 30, 2010 are available without charge, upon request, by calling toll-free, (800) 960-0188 or by accessing the 
SEC’s website at www.sec.gov.  In addition, a copy of the Fund’s proxy voting policies and procedures will also be 
available without charge, upon request, by calling (800) 960-0188. 

 
ADMINISTRATOR 

U.S. Bancorp Fund Services, LLC (the “Administrator”) has agreed to be responsible for providing such 
services as the Trustees may reasonably request, including but not limited to (i) maintaining the Trust’s books and 
records (other than financial or accounting books and records maintained by any custodian, transfer agent or 
accounting services agent); (ii) overseeing the Trust’s insurance relationships; (iii) preparing for the Trust (or 
assisting counsel and/or auditors in the preparation of) all required tax returns, proxy statements and reports to the 
Trust’s shareholders and Trustees and reports to and other filings with the SEC and any other governmental agency 
(the Trust agreeing to supply or cause to be supplied to the Administrator all necessary financial and other 
information in connection with the foregoing); (iv) preparing such applications and reports as may be necessary to 
register or maintain the Trust’s registration and/or the registration of the shares of the Trust under the securities or 
“blue sky” laws of the various states selected by the Trust (the Trust agreeing to pay all filing fees or other similar 
fees in connection therewith); (v) responding to all inquiries or other communications of shareholders, if any, that 
are directed to the Administrator, or if any such inquiry or communication is more properly to be responded to by 
the Trust’s custodian, transfer agent or accounting services agent, overseeing their response thereto; (vi) overseeing 
all relationships between the Trust and any custodian(s), transfer agent(s) and accounting services agent(s), 
including the negotiation of agreements and the supervision of the performance of such agreements; (vii) together 
with the Advisor, monitoring compliance by the Managers with tax, securities and other applicable requirements; 
and (viii) authorizing and directing any of the Administrator’s directors, officers and employees who may be 
elected as Trustees or officers of the Trust to serve in the capacities in which they are elected.  All services to be 
furnished by the Administrator under this Agreement may be furnished through the medium of any such trustees, 
officers or employees of the Administrator.   

 
PORTFOLIO TRANSACTIONS AND BROKERAGE 

 
 Each Management Agreement states that, with respect to the segment of the Fund’s portfolio allocated to 
the applicable Manager, the Manager shall be responsible for broker-dealer selection and for negotiation of 
brokerage commission rates, provided that the Manager shall not direct orders to an affiliated person of the 
Manager without general prior authorization to use such affiliated broker or dealer by the Board.  In general, a 
Manager’s primary consideration in effecting a securities transaction will be execution at the most favorable cost or 
proceeds under the circumstances.  In selecting a broker-dealer to execute each particular transaction, a Manager 
may take the following into consideration: the best net price available; the reliability, integrity and financial 
condition of the broker-dealer; the size of and difficulty in executing the order; and the value of the expected 
contribution of the broker-dealer to the investment performance of each Fund on a continuing basis.  The price to 
the Fund in any transaction may be less favorable than that available from another broker-dealer if the difference is 
reasonably justified by other aspects of the portfolio execution services offered.  
 

Subject to such policies as the Advisor and the Board may determine, a Manager shall not be deemed to 
have acted unlawfully or to have breached any duty created by its Management Agreement with the Fund or 
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otherwise solely by reason of its having caused the Fund to pay a broker or dealer that provides (directly or 
indirectly) brokerage or research services to the Manager a commission for effecting a portfolio transaction in 
excess of the amount of commission another broker or dealer would have charged for effecting that transaction, if 
the Manager determines in good faith that such amount of commission was reasonable in relation to the value of the 
brokerage and research services provided by such broker or dealer, viewed in terms of either that particular 
transaction or the Manager’s or Advisor’s overall responsibilities with respect to the Fund or other advisory clients. 
 Each Manager is further authorized to allocate the orders placed by it on behalf of the Fund to such brokers or 
dealers who also provide research or statistical material, or other services, to the Trust, the Advisor or any affiliate 
of either.  Such allocation shall be in such amounts and proportions as the Manager shall determine.  Each Manager 
shall report on such allocations regularly to the Advisor and the Trust, indicating the broker-dealers to whom such 
allocations have been made and the basis for such allocations.  

 
On occasions when a Manager deems the purchase or sale of a security to be in the best interest of the 

Fund as well as other clients of the Manager, the Manager, to the extent permitted by applicable laws and 
regulations, may aggregate the securities to be so purchased or sold in order to obtain the most favorable price or 
lower brokerage commissions and the most efficient execution.  In such event, allocation of the securities so 
purchased or sold, as well as the expenses incurred in the transaction, will be made by the Manager in the manner it 
considers to be the most equitable and consistent with its fiduciary obligations to the Fund and to such other clients. 
 
Distribution of Fund Shares 
 

The Fund’s principal underwriter is Quasar Distributors LLC, 615 East Michigan Street, Milwaukee, 
Wisconsin 53202, or the Distributor.  The Distributor is engaged on a non-exclusive basis to assist in the 
distribution of shares in various jurisdictions.  The Distributor is compensated for performing this service by the 
Advisor and is not paid directly by the Fund.   

 
Distribution Plan 
 

As noted in the Prospectus, the Trust has adopted a distribution plan pursuant to Rule 12b-1 under the 
1940 Act (the “Distribution Plan”) on behalf of the Fund.   
 

Under the Distribution Plan, the Fund is authorized to pay the Distributor for distribution services related 
to Investor Class shares (the “Distribution Fee”) at an annual rate of 0.25% of the Fund’s average daily net assets 
attributable to Investor Class shares.  The Distribution Plan provides that the Distributor may use all or any portion 
of such Distribution Fee to finance any activity that is principally intended to result in the sale of the Fund’s 
Investor Class shares, subject to the terms of the Distribution Plan, or to provide certain shareholder services. 

 
The Distribution Fee is payable to the Distributor regardless of the distribution-related expenses actually 

incurred.  Because the Distribution Fee is not directly tied to expenses, the amount of distribution fees paid by the 
Fund during any year may be more or less than actual expenses incurred pursuant to the Distribution Plan.  For this 
reason, this type of distribution fee arrangement is characterized by the staff of the SEC as a “compensation” plan. 

 
The Distributor may use the Distribution Fee to pay for services covered by the Distribution Plan 

including, but not limited to, advertising, compensating underwriters, dealers and selling personnel engaged in the 
distribution of the Fund’s shares, the printing and mailing of prospectuses, statements of additional information and 
reports to other than current shareholders of the Fund, the printing and mailing of sales literature pertaining  to the 
Fund, and obtaining whatever information, analyses and reports with respect to marketing and promotional 
activities that the Fund may, from time to time, deem advisable. 

 
PORTFOLIO TURNOVER 

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

sold without regard to the length of time they have been held when, in the opinion of a Manager, investment 
considerations warrant such action.  Portfolio turnover rate is calculated by dividing (1) the lesser of purchases or 
sales of portfolio securities for the fiscal year by (2) the monthly average of the value of portfolio securities owned 

 
 
 B-50 



 

during the fiscal year.  A 100% turnover rate would occur if all the securities in the Fund’s portfolio, with the 
exception of securities whose maturities at the time of acquisition were one year or less, were sold and either 
repurchased or replaced within one year.  A high rate of portfolio turnover (100% or more) generally leads to 
higher transaction costs and may result in a greater number of taxable transactions.  The Advisor does not expect 
the Fund’s portfolio turnover rate to exceed 150% in most years.  
 

NET ASSET VALUE 
 
 The net asset value of the Fund’s shares will fluctuate and is determined as of the close of trading on the 
New York Stock Exchange (“NYSE”) (currently 4:00 p.m. Eastern time) each business day that the NYSE is open 
for trading.  The NYSE annually announces the days on which it will not be open for trading.  The most recent 
announcement indicates that the NYSE will not be open on the following days: New Year’s Day, Martin Luther 
King’s Birthday, Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving Day 
and Christmas Day.  However, the NYSE may close on days not included in that announcement. 
 
 The net asset value per share is computed by dividing the value of the securities held by the Fund plus any 
cash or other assets (including interest and dividends accrued but not yet received) minus all liabilities (including 
accrued expenses) by the total number of shares in the Fund outstanding at such time. 
 
 Generally, trading in and valuation of foreign securities is substantially completed each day at various 
times prior to the close of the NYSE.  In addition, trading in and valuation of foreign securities may not take place 
on every day in which the NYSE is open for trading.  In that case, the price used to determine the Fund’s net asset 
value on the last day on which such exchange was open will be used, unless the Board determines that a different 
price should be used.  Furthermore, trading takes place in various foreign markets on days in which the NYSE is 
not open for trading and on which the Fund’s net asset value is not calculated.  Occasionally, events affecting the 
values of such securities in U.S. dollars on a day on which the Fund calculates its net asset value may occur 
between the times when such securities are valued and the close of the NYSE which will not be reflected in the 
computation of the Fund’s net asset value unless the Board or its delegates deem that such events would materially 
affect the net asset value, in which case an adjustment would be made. 
 

Generally, the Fund’s investments are valued on the basis of market quotations or, if such quotations are 
not readily available, at fair value as determined in good faith by the Managers and the Trust’s Valuation 
Committee pursuant to procedures approved by or under the direction of the Board. 

 
The Fund’s securities, including ADRs, EDRs and GDRs, which are traded on securities exchanges, are 

generally determined on the basis of the last reported sale price on the exchange on which such securities are traded 
(or the NASDAQ official closing price for NASDAQ-reported securities, if such price is provided by the Fund’s 
accountant), as of the close of business on the day the securities are being valued or, lacking any reported sales, at 
the mean between the last available bid and asked price.  Securities that are traded on more than one exchange are 
valued on the exchange determined by the Managers to be the primary market.  Securities traded in the over-the-
counter market are valued at the mean between the last available bid and asked price prior to the time of valuation.  
Securities and assets for which market quotations are not readily available (including restricted securities, which 
are subject to limitations as to their sale) are valued at fair value as determined in good faith by or under the 
direction of the Board. 

 
Short-term debt obligations with remaining maturities in excess of 60 days are valued at current market 

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

 
Corporate debt securities, mortgage-related securities and asset-backed securities held by the Fund are 

valued on the basis of valuations provided by dealers in those instruments, by an independent pricing service and 
approved by the Board, or at fair value as determined in good faith by procedures approved by the Board.  Any 
such pricing service, in determining value, will use information with respect to transactions in the securities being 
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valued, quotations from dealers, market transactions in comparable securities, analyses and evaluations of various 
relationships between securities and yield to maturity information. 

 
An option that is written by the Fund is generally valued at the last sale price or, in the absence of the last 

sale price, the last offer price.  An option that is purchased by the Fund is generally valued at the last sale price or, 
in the absence of the last sale price, the last bid price.  The value of a futures contract is the last sale or settlement 
price on the exchange or board of trade on which the future is traded or, if no sales are reported, at the mean 
between the last bid and asked price.  When a settlement price cannot be used, futures contracts will be valued at 
their fair market value as determined by or under the direction of the Board.  If an options or futures exchange 
closes after the time at which the Fund’s net asset value is calculated, the last sale or last bid and asked prices as of 
that time will be used to calculate the net asset value. 

 
Any assets or liabilities initially expressed in terms of foreign currencies are translated into U.S. dollars at 

the official exchange rate or, alternatively, at the mean of the current bid and asked prices of such currencies 
against the U.S. dollar last quoted by a major bank that is a regular participant in the foreign exchange market or on 
the basis of a pricing service that takes into account the quotes provided by a number of such major banks.  If 
neither of these alternatives is available or both are deemed not to provide a suitable methodology for converting a 
foreign currency into U.S. dollars, the Board in good faith will establish a conversion rate for such currency. 

 
All other assets of the Fund are valued in such manner as the Board in good faith deems appropriate to 

reflect their fair value. 
 

TAXATION 
 

The Fund will be taxed, under the Code, as a separate entity from any other series of the Trust, and the 
Fund intends to elect to qualify for treatment as a regulated investment company (“RIC”) under Subchapter M of 
the Code.  In each taxable year that the Fund qualifies, the Fund (but not its shareholders) will be relieved of 
federal income tax on that part of its investment company taxable income (consisting generally of interest and 
dividend income, net short term capital gain and net realized gains from currency transactions) and net capital gain 
that is distributed to shareholders. 

 
In order to qualify for treatment as a RIC, the Fund must distribute annually to shareholders at least 90% 

of its investment company taxable income and must meet several additional requirements.  Among these 
requirements are the following: (1) at least 90% of the Fund’s gross income each taxable year must be derived from 
dividends, interest, payments with respect to securities loans and gains from the sale or other disposition of 
securities or foreign currencies, or other income derived with respect to its business of investing in securities or 
currencies; (2) at the close of each quarter of the Fund’s taxable year, at least 50% of the value of its total assets 
must be represented by cash and cash items, U.S. Government securities, securities of other RICs and other 
securities, limited in respect of any one issuer, to an amount that does not exceed 5% of the value of the Fund and 
that does not represent more than 10% of the outstanding voting securities of such issuer; and (3) at the close of 
each quarter of the Fund’s taxable year, not more than 25% of the value of its assets may be invested in securities 
(other than U.S. Government securities or the securities of other RICs) of any one issuer. 

 
Distributions of net investment income and net realized capital gains by the Fund will be taxable to 

shareholders whether made in cash or reinvested in shares.  In determining amounts of net realized capital gains to 
be distributed, any capital loss carryovers from prior years will be applied against capital gains.  Shareholders 
receiving distributions in the form of additional shares will have a cost basis for federal income tax purposes in 
each share so received equal to the net asset value of a share of the Fund on the reinvestment date.  Fund 
distributions also will be included in individual and corporate shareholders’ income on which the alternative 
minimum tax may be imposed. 

 
The Fund or any securities dealer effecting a redemption of the Fund’s shares by a shareholder will be 

required to file information reports with the Internal Revenue Service (“IRS”) with respect to distributions and 
payments made to the shareholder. In addition, the Fund will be required to withhold federal income tax at the rate 
of 28% on taxable dividends, redemptions and other payments made to accounts of individual or other non-exempt 
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shareholders who have not furnished their correct taxpayer identification numbers and made certain required 
certifications on the Account Application Form or with respect to which the Fund or the securities dealer has been 
notified by the IRS that the number furnished is incorrect or that the account is otherwise subject to backup 
withholding. 

 
The Fund intends to declare and pay dividends and other distributions, as stated in the prospectus.  In 

order to avoid the payment of any federal excise tax based on net income, the Fund must declare on or before 
December 31 of each year, and pay on or before January 31 of the following year, distributions at least equal to 
98% of its ordinary income for that calendar year and at least 98% of the excess of any capital gains over any 
capital losses realized in the one-year period ending October 31 of that year, together with any undistributed 
amounts of ordinary income and capital gains (in excess of capital losses) from the previous calendar year. 

 
The Fund may receive dividend distributions from U.S. corporations.  To the extent that the Fund receives 

such dividends and distributes them to its shareholders, and meets certain other requirements of the Code, corporate 
shareholders of the Fund may be entitled to the “dividends received” deduction, and individual shareholders may 
have “qualified dividend income,” which would be subject to tax at the shareholder’s maximum capital gains tax 
rate (0% or 15%).  Availability of the deduction and/or taxation at the maximum capital gains tax rate is subject to 
certain holding period and debt-financing limitations. 

 
The use of hedging strategies, such as entering into futures contracts and forward contracts and purchasing 

options, involves complex rules that will determine the character and timing of recognition of the income received 
in connection therewith by the Fund.  Income from foreign currencies (except certain gains therefrom that may be 
excluded by future regulations) and income from transactions in options, futures contracts and forward contracts 
derived by the Fund with respect to its business of investing in securities or foreign currencies will qualify as 
permissible income under Subchapter M of the Code. 

 
For accounting purposes, premiums paid by the Fund are recorded as an asset and are subsequently 

adjusted to the current market value of the option.  Any gain or loss realized by the Fund upon the expiration or 
sale of such options held by the Fund generally will be capital gain or loss. 

 
Any security, option or other position entered into or held by the Fund that substantially diminishes the 

Fund’s risk of loss from any other position held by the Fund may constitute a “straddle” for federal income tax 
purposes.  In general, straddles are subject to certain rules that may affect the amount, character and timing of the 
Fund’s gains and losses with respect to straddle positions by requiring, among other things, that the loss realized on 
disposition of one position of a straddle be deferred until gain is realized on disposition of the offsetting position; 
that the Fund’s holding period in certain straddle positions not begin until the straddle is terminated (possibly 
resulting in the gain being treated as short-term capital gain rather than long-term capital gain); and that losses 
recognized with respect to certain straddle positions, which would otherwise constitute short-term capital losses, be 
treated as long-term capital losses.  Different elections are available to the Fund that may mitigate the effects of the 
straddle rules. 

 
Certain options, futures contracts and forward contracts that are subject to Section 1256 of the Code 

(“Section 1256 Contracts”) and that are held by the Fund at the end of its taxable year generally will be required to 
be “marked to market” for federal income tax purposes, that is, deemed to have been sold at market value.  Sixty 
percent of any net gain or loss recognized on these deemed sales and 60% of any net gain or loss realized 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. 

 
Section 988 of the Code contains special tax rules applicable to certain foreign currency transactions that 

may affect the amount, timing and character of income, gain or loss recognized by the Fund.  Under these rules, 
foreign exchange gain or loss realized with respect to foreign currency-denominated debt instruments, foreign 
currency forward contracts, foreign currency-denominated payables and receivables and foreign currency options 
and futures contracts (other than options and futures contracts that are governed by the mark-to-market and 60/40 
rules of Section 1256 of the Code and for which no election is made) is treated as ordinary income or loss.  Some 
part of the Fund’s gain or loss on the sale or other disposition of shares of a foreign corporation may, because of 
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changes in foreign currency exchange rates, be treated as ordinary income or loss under Section 988 of the Code, 
rather than as capital gain or loss. 

 
Redemptions and exchanges of shares of the Fund will result in gains or losses for tax purposes to the 

extent of the difference between the proceeds and the shareholder’s adjusted tax basis for the shares.  Any loss 
realized upon the redemption or exchange of shares within six months from their date of purchase will be treated as 
a long-term capital loss to the extent of distributions of long-term capital gain dividends with respect to such shares 
during such six-month period.  All or a portion of a loss realized upon the redemption of shares of the Fund may be 
disallowed to the extent shares of the Fund are purchased (including shares acquired by means of reinvested 
dividends) within 30 days before or after such redemption. 

 
Distributions and redemptions may be subject to state and local income taxes, and the treatment thereof 

may differ from the federal income tax treatment.  Foreign taxes may apply to non-U.S. investors. 
 
The above discussion and the related discussion in each prospectus are not intended to be complete 

discussions of all applicable federal tax consequences of an investment in the Fund.  Paul, Hastings, Janofsky & 
Walker LLP, counsel to the Trust, has expressed no opinion in respect thereof.  Nonresident aliens and foreign 
persons are subject to different tax rules, and may be subject to withholding of up to 30% on certain payments 
received from the Fund.  Shareholders are advised to consult with their own tax advisers concerning the application 
of foreign, federal, state and local taxes to an investment in the Fund. 

 
DIVIDENDS AND DISTRIBUTIONS 

 
Dividends from the Fund’s investment company taxable income (whether paid in cash or invested in 

additional shares) will be taxable to shareholders as ordinary income to the extent of the Fund’s earnings and 
profits. Distributions of the Fund’s net capital gain (whether paid in cash or invested in additional shares) will be 
taxable to shareholders as long-term capital gain, regardless of how long they have held their Fund shares. 

 
Dividends declared by the Fund in October, November or December of any year and payable to 

shareholders of record on a date in one of such months will be deemed to have been paid by the Fund and received 
by the shareholders on the record date if the dividends are paid by the Fund during the following January.  
Accordingly, such dividends will be taxed to shareholders for the year in which the record date falls. 

 
The Fund is required to withhold 28% of all dividends, capital gain distributions and redemption proceeds 

payable to any individuals and certain other non-corporate shareholders who do not provide the Fund with a correct 
taxpayer identification number.  The Fund also is required to withhold 28% of all dividends and capital gain 
distributions paid to such shareholders who otherwise are subject to backup withholding. 

 
ANTI-MONEY LAUNDERING PROGRAM 

 
The Trust has established an Anti-Money Laundering Compliance Program (the “Program”) as required by 

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

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

As a result of the Program, the Trust may be required to “freeze” the account of a shareholder if the 
shareholder appears to be involved in suspicious activity or if certain account information matches information on 
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government lists of known terrorists or other suspicious persons, or the Trust may be required to transfer the 
account or proceeds of the account to a governmental agency. 

 
GENERAL INFORMATION 

 
The Trust is a Delaware statutory trust organized on August 1, 1996 currently with six separate series.  

The Alternative Strategies Fund anticipates commencing operations on or about September 30, 2011.  The 
Agreement and Declaration of Trust permits the Trust to issue an unlimited number of full and fractional shares of 
beneficial interest and to divide or combine the shares into a greater or lesser number of shares without thereby 
changing the proportionate beneficial interest in a series of the Trust.  Each share represents an interest in a series 
of the Trust proportionately equal to the interest of each other share.  Upon the Trust’s liquidation, all shareholders 
would share pro rata in the net assets of a series of the Trust available for distribution to its shareholders.  If 
deemed advisable and in the best interest of shareholders, the Board may create additional series of shares that 
differ from each other only as to dividends.  The Board has created six series of shares, and may create additional 
series in the future, which have separate assets and liabilities.  Income and operating expenses not specifically 
attributable to a series of the Trust will be allocated fairly among the series by the Trustees, generally on the basis 
of the relative net assets of each series. 

 
The Trust has adopted a Multiple Class Plan pursuant to Rule 18f-3 under the 1940 Act on behalf of the 

Fund.  The Alternative Strategies Fund is authorized to issue two classes of shares: Institutional Class shares and 
Investor Class shares.   

 
Rule 18f-2 under the 1940 Act provides that as to any investment company which has two or more series 

outstanding and as to any matter required to be submitted to shareholder vote, such matter is not deemed to have 
been effectively acted upon unless approved by the holders of a “majority” (as defined in the Rule) of the voting 
securities of each series affected by the matter.  Such separate voting requirements do not apply to the election of 
Trustees or the ratification of the selection of accountants.  Rule 18f-2 contains special provisions for cases in 
which an advisory contract is approved by one or more, but not all, series.  A change in investment policy may go 
into effect as to one or more series whose holders so approve the change even though the required vote is not 
obtained as to the holders of other affected series. 

 
The Fund may hold special meetings and mail proxy materials.  These meetings may be called to elect or 

remove Trustees, change fundamental policies, approve an investment advisory contract or for other purposes. 
Shareholders not attending these meetings are encouraged to vote by proxy.  The Fund will mail proxy materials in 
advance, including a voting card and information about the proposals to be voted on.  The number of votes each 
shareholder is entitled to is based on the number of shares he or she owns.  Shareholders are entitled to one vote for 
each full share held (and fractional votes for fractional shares) and may vote in the election of Trustees and on other 
matters submitted to meetings of shareholders.  It is not contemplated that regular annual meetings of shareholders 
will be held.  
 

The Board may, at its own discretion, create additional series of shares.  The Agreement and Declaration 
of Trust contains an express disclaimer of shareholder liability for the Trust’s acts or obligations and provides for 
indemnification and reimbursement of expenses out of the Trust’s property for any shareholder held personally 
liable for its obligations.  
 

The Agreement and Declaration of Trust provides that the shareholders have the right to remove a Trustee. 
Upon the written request of the record holders of 10% of the Trust’s shares, the Trustees will call a meeting of 
shareholders to vote on the removal of a Trustee.  No amendment may be made to the Agreement and Declaration 
of Trust that would have a material adverse effect on shareholders without the approval of the holders of more than 
50% of the Trust’s shares.  Shareholders have no preemptive or conversion rights.  Shares when issued are fully 
paid and non-assessable by the Trust, except as set forth above. 
 

The Advisor has obtained an exemptive order from the SEC which permits it, subject to certain conditions, 
to retain new investment managers with the approval of the Board but without obtaining shareholder approval.  The 
order also permits the Advisor to change the terms of agreements with the Managers or to continue the employment 

 
 
 B-55 



 

of a Manager after an event that would otherwise cause the automatic termination of services.  Shareholders must 
be notified of any Manager changes.  Shareholders have the right to terminate arrangements with a Manager by 
vote of a majority of the outstanding shares of the Fund.  The order also permits the Fund to disclose managers’ 
fees only in the aggregate in its registration statement.  

 

 The Trust, the Advisor, the Managers and the Distributor have adopted codes of ethics pursuant to Rule 
17j-1 under the 1940 Act.  These codes of ethics permit, subject to certain conditions, personnel of the Advisor, the 
Managers and the Distributor, to invest in securities that may be purchased or held by the Fund. 
 
 The Trust’s custodian, State Street Bank and Trust Company, 1776 Heritage Drive, Quincy, 
Massachusetts  02171 is responsible for holding the Fund’s assets and acting as the Trust’s accounting services 
agent.  The Trust’s independent registered public accounting firm, PricewaterhouseCoopers LLP, Three 
Embarcadero Center, San Francisco, California 94111, assists in the preparation of certain reports to the SEC and 
the Fund’s tax returns.  The Trust’s legal counsel is Paul Hastings LLP, 55 Second Street, San Francisco, California 
94105. 
 

The Fund reserves the right, if conditions exist that make cash payments undesirable, to honor any request 
for redemption or repurchase order by making payment in whole or in part in readily marketable securities chosen 
by the Fund and valued as they are for purposes of computing the Fund’s net asset value (a redemption in kind).  If 
payment is made in securities, a shareholder may incur transaction expenses in converting these securities into 
cash. 

 
FINANCIAL STATEMENTS 

 
Because the Fund has recently commenced operations, there are no financial statements available at this 

time.  Shareholders of the Fund will be informed of the Fund’s progress through periodic reports when those 
reports become available.  Financial statements certified by the Fund’s independent registered public accounting 
firm will be submitted to shareholders at least annually. 
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APPENDIX 

 Description of Ratings 
 
The following terms are generally used to describe the credit quality of debt securities: 

Corporate Bonds 

S&P 

S&P rates the long-term debt obligations issued by various entities in categories ranging from "AAA" to "D," 
according to quality, as described below. The first four ratings denote investment-grade securities. 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. 

AAA - This is the highest rating assigned by S&P to a debt obligation and indicates an extremely strong capacity to 
pay interest and repay principal. 

AA - Debt rated AA is considered to have a very strong capacity to pay interest and repay principal and differs 
from AAA issues only in a small degree. 

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

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

BB - Debt rated BB has less near-term vulnerability to default than other speculative issues. However, it faces 
major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to 
inadequate capacity to meet timely interest and principal payments. 

B - Debt rated B has greater vulnerability to default but currently has the capacity to meet interest payments and 
principal repayments. Adverse business, financial, or economic conditions will likely impair capacity or willingness 
to pay interest and repay principal. 

CCC - Debt CCC is currently vulnerable and is dependent upon favorable business, financial, and economic 
conditions to meet timely interest and principal payments. 

CC - Debt rated CC is currently highly vulnerable to nonpayment. Debt rated CC is subordinate to senior debt rated 
CCC. 

C - Debt rated C is currently highly vulnerable to nonpayment. Debt rated C is subordinate to senior debt rated 
CCC-. The C rating may be used to cover a situation where a bankruptcy petition has been filed or similar action 
taken, but payments on this obligation are being continued. Debt rated C also will be assigned to a preferred stock 
issue in arrears on dividends or sinking fund payments, but that is currently paying. 

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

Moody's 

Moody's rates the long-term debt obligations issued by various entities in categories ranging from "Aaa" to "C," 
according to quality, as described below. The first four denote investment-grade securities. 

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

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

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

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

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

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

Caa - Bonds rated Caa are of poor standing. Issues may be in default or there may be present elements of danger 
with respect to principal or interest. 

Ca - Bonds rated Ca are speculative in a high degree. Such bonds are often in default or have other marked 
shortcomings. 

C - Bonds rated C are the lowest rated class of bonds. Such bonds can be regarded as having extremely poor 
prospects of ever attaining any real investment standing. 

Moody's applies numerical modifiers (1, 2 and 3) to rating categories. The modifier 1 indicates that the bond being 
rated ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking; and the 
modifier 3 indicates that the bond ranks in the lower end of its generic rating category. With regard to municipal 
bonds, those bonds in the Aa, A and Baa groups which Moody's believes possess the strongest investment attributes 
are designated by the symbols Aal, A1 or Baal, respectively. 

Fitch 

National Long-Term Credit Ratings. A special identifier for the country concerned will be added at the end of all 
national ratings. For illustrative purposes, (xxx) has been used, below. 

AAA(xxx) - 'AAA' national ratings denote the highest rating assigned in its national rating scale for that country. 
This rating is assigned to the "best" credit risk relative to all other issuers or issues in the same country and will 
normally be assigned to all financial commitments issued or guaranteed by the sovereign state. 

AA(xxx) - 'AA' national ratings denote a very strong credit risk relative to other issuers or issues in the same 
country. The credit risk inherent in these financial commitments differs only slightly from the country's highest 
rated issuers or issues. 

A(xxx) - 'A' national ratings denote a strong credit risk relative to other issuers or issues in the same country. 
However, changes in circumstances or economic conditions may affect the capacity for timely repayment of these 
financial commitments to a greater degree than for financial commitments denoted by a higher rated category. 
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BBB(xxx) - 'BBB' national ratings denote an adequate credit risk relative to other issuers or issues in the same 
country. However, changes in circumstances or economic conditions are more likely to affect the capacity for 
timely repayment. 

BB(xxx) - 'BB' national ratings denote a fairly weak credit risk relative to other issuers or issues in the same 
country. Within the context of the country, payment of these financial commitments is uncertain to dome degree 
and capacity for timely repayment remains more vulnerable to adverse economic change over time. 

B(xxx) - 'B' national ratings denote a significantly weak credit risk relative to other issuers or issues in the same 
country. Financial commitments are currently being met but a limited margin of safety remains and capacity for 
continued timely payment is contingent upon a sustained, favorable business and economic environment. 

CCC(xxx), CC(xxx), C(xxx) - These categories of national ratings denote an extremely weak credit risk relative to 
other issuers or issues in the same country. Capacity for meeting financial commitments is solely reliant upon 
sustained, favorable business or economic developments. 

DDD(xxx), DD(xxx), D(xxx) - These categories of national ratings are assigned to entities or financial 
commitments which are currently in default. 

Short-Term Issue Credit Ratings (including Commercial Paper) 

S&P: 

A-1 - Debt rated A-1 is rated in the highest category by S&P. 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 - Debt 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 - Debt 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 - Debt rated B is regarded as having significant speculative characteristics. 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. 

C - Debt 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 - Debt rated D is in payment default. The D rating category is used when payments on an obligation are not made 
on the date due even if the applicable grace period has not expired, unless S&P 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. 

Moody's: 

Prime-1: Issuers rated Prime-1 have a superior ability for repayment of senior short-term debt obligations. 

Prime-2: Issuers rated Prime-2 have a strong ability to repay senior short-term debt obligations, but earnings trends, 
while sound, will be subject to more variation. 

Prime-3: Issuers rated Prime-3 have acceptable credit quality and an adequate capacity for timely payment of 
shortterm deposit obligations. 
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Not Prime: Issuers rated Not Prime have questionable to poor credit quality and an uncertain capacity for timely 
payment of short-term deposit obligations. 

Fitch 

National Short -Term Credit Ratings. A special identifier for the country concerned will be added at the end of all 
national ratings. For illustrative purposes, (xxx) has been used, below. 

F1(xxx) - Indicates the strongest capacity for timely payment of financial commitments relative to other issuers or 
issues in the same country. Under their national rating scale, this rating is assigned to the"best" credit risk relative 
to all others in the same country and is normally assigned to all financial commitments issued or guaranteed by the 
sovereign state. Where the credit risk is particularly strong , a "+" is added to the assigned rating. 

F2(xxx) - Indicates a satisfactory capacity for timely payment of financial commitments relative to other issuers or 
issues in the same country. However, the margin of safety is not as great as in the case of the higher ratings. 

F3(xxx) - Indicates an adequate capacity for timely payment of financial commitments relative to other issuers or 
issues in the same country. However, such capacity is more susceptible to near-term adverse changes than for 
financial commitments in higher rated categories. 

B(xxx) - Indicates an uncertain capacity for timely payment of financial commitments relative to other issuers or 
issues in the same country. Such capacity is highly susceptible to near-term adverse changes in financial and 
economic conditions. 

C(xxx) - Indicates a highly uncertain capacity for timely payment of financial commitments relative to other issuers 
or issues in the same country. Capacity or meeting financial commitments is solely reliant upon a sustained, 
favorable business and economic environment. 

D(xxx) - Indicates actual or imminent payment default. 

Note to National Short-Term ratings: In certain countries, regulators have established credit rating scales, to be 
used within their domestic markets, using specific nomenclature. In these countries, our National Short-Term 
Ratings definitions for F1+(xxx), F1(xxx), F2(xxx) and F3(xxx) may be substituted by those regulatory scales, e.g. 
A1+, A1, A2 and A3. 
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