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GENERAL INFORMATION AND HISTORY 
  
  North American Government Bond Fund, Inc. (the “Fund”) is an open-end, non-diversified management investment 
company. Under the rules and regulations of the Securities and Exchange Commission (the “SEC”), all mutual funds are required 
to furnish prospective investors with certain information concerning the activities of the company being considered for 
investment.  The Fund currently offers three classes of shares: ISI North American Government Bond Fund – Class A Shares (the 
“Class A Shares”), ISI North American Government Bond Fund – Class C Shares (the “Class C Shares”) and ISI North American 
Government Bond Fund – Class I Shares (the “Class I Shares” and, together with the Class A Shares and Class C Shares, the 
“Shares”). 
  

 The Fund’s Prospectus contains important information concerning the Shares and may be obtained without charge from 
International Strategy & Investment Group Inc., the Fund's principal underwriter (“ISI Group” or the “ Distributor"), at (800) 955-
7175, or from securities dealers authorized to sell Shares (each a “Participating Dealer”). A Prospectus may also be obtained from 
financial institutions that are authorized to act as shareholder servicing agents (each a “Shareholder Servicing Agent”).  Some of 
the information required to be included in this Statement of Additional Information (“SAI”) is also included in the Fund's current 
Prospectus. To avoid unnecessary repetition, references are made to related sections of the Prospectus. In addition, the Prospectus 
and this SAI omit certain information about the Fund and its business that is contained elsewhere in the Fund’s registration 
statement filed with the SEC. Copies of the registration statement as filed may be obtained from the SEC by paying a duplicating 
charge or by visiting the SEC website at http://www.sec.gov. 
  

 The Fund was incorporated under the laws of the State of Maryland on October 20, 1992. The Fund filed a registration 
statement with the SEC registering itself as an open-end, non-diversified management investment company under the Investment 
Company Act of 1940, as amended (the "1940 Act"), and its Shares under the Securities Act of 1933, as amended, and began 
operations on January 15, 1993. 
  
INVESTMENT OBJECTIVE AND POLICIES 
  

 The Fund's investment objective is to provide a high level of current income, consistent with prudent investment risk, by 
investing at least 80% of its net assets in bonds issued or guaranteed by the governments of the United States, Canada and Mexico. 
The Fund's investment objective and its general investment policies are described in the Prospectus. Additional investment 
restrictions are set forth below. This SAI also describes other investment practices in which the Fund may engage. 
  

 Except as specifically identified under "Investment Restrictions," the investment policies described in this SAI are not 
fundamental, and the Board of Directors (the “Board” or “Directors”) may change such policies without an affirmative vote of a 
majority of the outstanding Shares (as defined in the section "Capital Shares"). The Fund's investment objective is fundamental, 
however, and may not be changed without such a vote. 
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 The Fund seeks to achieve its investment objective by investing, under normal circumstances, at least 80% of its “net 

assets” in the following bonds and debentures: (i) U.S. Treasury securities, which securities are direct obligations of the United 
States government (see the section entitled "United States Government Securities"); and (ii) bonds or debentures issued or 
guaranteed by the Canadian and Mexican governments or their subdivisions, agencies or instrumentalities and denominated either 
in U.S. dollars or in the local foreign currency.  For purposes of this policy, “net assets” includes any borrowings for investment 
purposes. The Fund will not change this policy unless it notifies shareholders at least 60 days in advance.  The notice will be 
provided in a separate written document containing the following, or similar statement in boldface type: “Important Notice 
Regarding Change in Investment Policy.”  The statement will also appear on the envelope in which the notice is delivered, unless 
the notice is delivered separately from other communications to the shareholder.  The Fund will invest no more than 25% of its 
total assets in Canadian government securities (see "Canadian Government Securities" below) and no more than 25% of its total 
assets in Mexican government securities (see "Mexican Government Securities" below). 
 

The Fund may invest in bankers’ acceptances and certificates of deposit denominated or payable in the local foreign 
currency and issued by one of the five most highly capitalized banks in Canada or Mexico. The Fund will limit its investments in 
either Canadian or Mexican securities to 33% of its total assets. 
  
  Under normal circumstances, the Canadian Government securities held in the Fund's portfolio will be rated, at the time of 
purchase, Aa or higher by Moody's Investors Service, Inc. ("Moody's") or AA or higher by Standard & Poor's Ratings Group 
("S&P") or, if not rated by Moody's or S&P, determined to be of comparable quality by the Fund's investment advisor (the 
"Advisor"). Except as provided below, the Mexican Government securities in which the Fund may invest will be rated, in the case 
of long-term securities, Baa or higher by Moody's, or BBB or higher by S&P, or comparable quality, or in the case of short-term 
securities, Prime-3 or higher by Moody's, A-3 or higher by S&P, or comparable quality. Where deemed appropriate by the 
Advisor, the Fund may invest up to 10% of its total assets (measured at the time of the investment) in Mexican Government 
securities or in fixed-income securities issued by governments of other countries in Latin America or elsewhere (and denominated 
in either U.S. dollars or the local foreign currency), which securities are rated Ba by Moody's or BB by S&P, or comparable 
quality. If a fixed-income security held by the Fund is rated Baa or BBB, in the case of a long-term security, or Prime-3 or A-3 in 
the case of a short-term security, and is subsequently downgraded by a rating agency, such security will be included in the Fund's 
below-investment grade holdings for purposes of the foregoing 10% limit. In addition, the Fund will retain such security in its 
portfolio only until the Advisor determines that it is practicable to sell the security without undue market or tax consequences to 
the Fund. Moreover, in the event that such downgraded securities constitute 5% or more of the Fund's total assets, the Advisor will 
sell sufficient securities to reduce the total to below 5%. 
  
  Although the Fund reserves the right to invest up to 20% of its total assets in fixed-income securities that are issued or 
guaranteed by the governments of countries located in Latin America (other than Mexico) or other foreign countries, or any of 
their political subdivisions, agencies, instrumentalities and authorities, the Fund has no current intention to 
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make such investments during the coming year. Any investment in such fixed-income securities would be rated, at the time of 
purchase, Baa or higher by Moody's, BBB or higher by S&P, or comparable quality except that the Fund may invest in such fixed-
income securities rated at the time of purchase, Ba by Moody's or BB by S&P, or comparable quality, subject to the limitation of 
10% of the Fund's total assets discussed above. 
  
  The Fund’s income and, in some cases, capital gains from foreign securities may be subject to applicable taxation in 
certain countries in which it invests, and treaties between the U.S. and such countries may not be available in some cases to reduce 
the otherwise applicable tax rates.  See the section entitled “Federal Tax Considerations.” 
  
  The Fund may also engage in certain other investment practices, including practices to protect against fluctuations in 
foreign currencies, which practices are described more fully in the section below entitled "Currency and Interest Rate Hedging 
Transactions." 
 
United States Government Securities 
  
  The Fund may invest in U.S. Treasury securities (including Treasury bills, Treasury notes, Treasury bonds and STRIPS) 
that are issued by the U.S. government and backed by the full faith and credit of the United States and that differ only in their 
interest rates, maturities and times of issuance. STRIPS are U.S. Treasury securities that trade at a yield to maturity higher than do 
comparable maturity U.S. Treasury securities. STRIPS do not pay interest currently, but are purchased at a discount and are 
payable in full at maturity. However, the value of STRIPS may be subject to greater market fluctuations from changing interest 
rates prior to maturity than the value of other U.S. Treasury securities of comparable maturities that bear interest currently. 
  

 The Fund also may invest in obligations of agencies or instrumentalities of the U.S. government ("Agency securities"). 
Agency securities include obligations of the Government National Mortgage Association ("Ginnie Mae"), Federal National 
Mortgage Association (“Fannie Mae”), Federal Home Loan Mortgage Corporation ("Freddie Mac"), and similar entities. Unlike 
U.S. Treasury securities, Agency securities may or may not be backed by the full faith and credit of the U.S. government. Agency 
securities issued by Ginnie Mae are backed by the full faith and credit of the U.S. government, which means that the U.S. 
government guarantees that the interest and principal will be paid when due. Agency securities issued by Fannie Mae and Freddie 
Mac, however, are not backed by the full faith and credit of the U.S. government, and are supported only by the credit of the 
agency or instrumentality itself. The Fund will limit its investment in Agency securities, together with its investment in bonds 
issued by international organizations (described below), to 10% of the Fund's total assets. 
 
Canadian Government Securities 
  
  Canadian Government securities include securities issued or guaranteed by the Government of Canada, any of its 
provinces or by their respective political subdivisions, agencies and instrumentalities. 
  
  Canadian Government securities in which the Fund may invest include government of Canada bonds and government of 
Canada Treasury bills. The Bank of Canada, acting on behalf of the Canadian federal government, is responsible for the 
distribution of Treasury bills and 
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federal bond issues. Government of Canada Treasury bills are debt obligations with maturities of less than one year. Government 
of Canada bond issues frequently consist of several different bonds with various maturity dates representing different segments of 
the yield curve with maturities ranging from one to 30 years. 
  
  All Canadian provinces have outstanding bond issues and several provinces also guarantee bond issues of provincial 
authorities, agencies and provincial Crown corporations. Each new issue’s yield is based upon a spread from an outstanding 
government of Canada issue of comparable term and coupon. Spreads in the marketplace are determined by various factors, 
including the relative supply and the rating assigned by the rating agencies. Most provinces also issue Treasury bills. 
  
  Many municipalities and municipal financial authorities in Canada raise funds through the bond market in order to finance 
capital expenditures. Unlike U.S. municipal securities, which have special tax status, Canadian municipal securities have the same 
tax status as other Canadian Government securities and trade similarly to such securities. The Canadian municipal market may be 
less liquid than the provincial bond market. 
 
Mexican Government Securities 
  
  Mexican government securities in which the Fund may invest include those securities that are issued or guaranteed in full 
by the Mexican federal government or its instrumentalities. 
  
  Government of Mexico securities denominated and payable in the Mexican peso include: (i) Certificados de la Tesoreria 
(“Cetes”), book-entry securities sold directly by the Mexican government on a discount basis and with maturities ranging from 
seven to 364 days; (ii) Bondes, long-term development bonds with a minimum term of 364 days issued directly by the Mexican 
government; and (iii) Unidades de inversion (“Udibonos”), securities issued by the Mexican government that pay a fixed rate of 
interest over inflation every 182 days. 
  
  The Fund may also invest up to 10% of its assets in dollar-denominated, collateralized "Brady Bonds," which are 
securities created through the exchange of existing commercial bank loans to the Mexican government for new bonds under a debt 
restructuring plan introduced in 1989 by then-U.S. Secretary of the Treasury, Nicholas Brady. The Brady Bonds in which the 
Fund may invest may be fixed rate or floating rate bonds that are collateralized in full as to principal by U.S. Treasury zero 
coupon bonds having the same maturity as the bonds, and on which the first 18 months of interest coupon payments are 
collateralized by funds (cash or securities) held in escrow by an agent for the bondholders. 
 
Corporate Bonds 
  
  The Fund may invest up to 10% of its total assets in high quality bonds issued by U.S. corporations rated, at the time of 
purchase, Aa or higher by Moody’s, AA or higher by S&P, or comparable quality. The market value of the Fund's corporate bonds 
will change in response to interest rate changes and other factors, including changes in general economic conditions and other 
specific developments that adversely impact the issuer of a bond. 
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Bonds Issued by International Organizations 
  

 Bonds issued by international organizations are designated or supported by governmental entities to promote economic 
reconstruction or development, international banking institutions and related government agencies. Examples include the 
International Bank for Reconstruction and Development (the "World Bank"), the InterAmerican Development Bank, the European 
Investment Bank, the Asian Development Bank and similar entities. Bonds issued by international organizations may be 
denominated in currencies other than the U.S. dollar. The Fund will invest only in such bonds rated, at the time of purchase, Aa or 
higher by Moody’s, AA or higher by S&P, or comparable quality. The Fund will limit its investment in such bonds, together with 
Agency securities (described above), to 10% of the Fund's total assets. 
 
Below-Investment Grade Bonds 
  
  The Fund may purchase bonds, including debentures, that are rated BB by S&P or Ba by Moody's or that are unrated by 
S&P or Moody's if such bonds, in the judgment of the Advisor, meet the quality criteria established by the Board of Directors. 
These bonds are generally known as "junk bonds."  These securities may trade at substantial discounts from their face values. 
Appendix A to this SAI sets forth a description of the S&P and Moody's rating categories, which indicate the rating agency's 
opinion as to the probability of timely payment of interest and principal. Generally, securities which are rated lower than BBB by 
S&P or Baa by Moody's are described as below investment grade. Securities rated lower than investment grade are of a 
predominately speculative character and their future cannot be considered well-assured. The issuer's ability to make timely 
payments of principal and interest may be subject to material contingencies. Securities in the lowest rating categories may be 
unable to make timely interest or principal payments and may be in default and in arrears in interest and principal payments. 
  
  Ratings of S&P and Moody's represent their opinions of the quality of bonds and other debt securities they undertake to 
rate at the time of issuance. However, ratings are not absolute standards of quality and may not reflect changes in an issuer's 
creditworthiness. Accordingly, the Advisor does not rely exclusively on ratings issued by S&P or Moody's in selecting portfolio 
securities but supplements such ratings with independent and ongoing review of credit quality. In addition, the total return the 
Fund may earn from investments in high yield securities will be significantly affected not only by credit quality, but by 
fluctuations in the markets in which such securities are traded. Accordingly, selection and supervision by the Advisor of 
investments in lower rated securities involves continuous analysis of individual issuers, general business conditions, activities in 
the high yield bond market and other factors. The analysis of issuers may include, among other things, historic and current 
financial conditions, strength of management, responsiveness to business conditions, credit standing and current and anticipated 
results of operations. Analysis of general business conditions and other factors may include anticipated changes in economic 
activity in interest rates, the availability of new investment opportunities and the economic outlook for specific industries. 
  
  Investing in higher yield, high risk, lower rated bonds entails substantially greater risk than investing in investment grade 
bonds, including not only credit risk, but potentially greater market volatility and lower liquidity. Yields and market values of high 
yield bonds will fluctuate over time, reflecting not only changing interest rates but also the bond market's perception of credit 
quality and the outlook for economic growth. When economic conditions appear to be 
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deteriorating, lower rated bonds may decline in value due to heightened concern over credit quality, regardless of prevailing 
interest rates. In addition, in adverse economic conditions, the liquidity of the secondary market for junk bonds may be 
significantly reduced, and there may be significant disparities in the prices quoted for high yield bonds by various dealers. In 
addition, adverse economic developments could disrupt the high yield market, affecting both price and liquidity, and could also 
affect the ability of issuers to repay principal and interest, thereby leading to a default rate higher than has been the case 
historically. 
  
  While the liquidity of the secondary market for high yield bonds may be significantly reduced in adverse economic 
conditions, the market for high yield bonds may be less liquid than the market for investment grade corporate bonds even under 
normal conditions. There are fewer securities dealers in the high yield market and purchasers of high yield bonds are concentrated 
among a smaller group of securities dealers and institutional investors. In periods of reduced market liquidity, the market for high 
yield bonds may become more volatile and there may be significant disparities in the prices quoted for high yield securities by 
various dealers. Under conditions of increased volatility and reduced liquidity, it would become more difficult for the Fund to 
value its portfolio securities accurately because there might be less reliable, objective data available. 
  

 Finally, prices for high yield bonds may be affected by legislative and regulatory developments. In addition, from time to 
time, Congress has considered legislation to restrict or eliminate the corporate tax deduction for interest payments or to regulate 
corporate restructuring such as takeovers, mergers or leveraged buy outs. Such legislation may significantly depress the prices of 
outstanding high yield bonds. 
 
Repurchase Agreements 
  
  The Fund may agree to purchase U.S. Treasury securities, Canadian Treasury securities or Mexican Treasury securities 
from creditworthy financial institutions, such as banks and broker-dealers, subject to the seller's agreement to repurchase the 
securities at an established time and price. Repurchase agreements related to Canadian Treasury securities and Mexican Treasury 
securities will be of a duration of no more than one business day. Repurchase agreements related to U.S. Treasury securities will 
be of a duration of no more than seven days from the date of purchase. The collateral for such repurchase agreements will be held 
by the Fund's custodian or a duly appointed sub-custodian. The Fund will enter into repurchase agreements only with banks and 
broker-dealers that have been determined to be creditworthy by the Advisor. The seller under a repurchase agreement would be 
required to maintain the value of the securities subject to the repurchase agreement at not less than the repurchase price. The Fund 
does not bear the risk of a decline in value of the underlying securities unless the seller defaults under its repurchase obligation. 
Default by the seller would, however, expose the Fund to possible loss because of adverse market action or delay in connection 
with the disposition of the underlying securities. In addition, if bankruptcy proceedings are commenced with respect to the seller 
of the security, the Fund may be delayed or limited in its ability to sell the collateral. There are several additional risks related to 
repurchase agreements with respect to Treasury securities issued by foreign governments. First, although the Fund will only enter 
into repurchase agreements collateralized by Canadian or Mexican Treasury securities that initially have a value at least equal to 
the repurchase price, under certain circumstances it might be possible that the value of the collateral 
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being held with respect to any such repurchase agreement would be reduced to such an extent that the agreement would be 
undercollateralized. Second, in the event of default or bankruptcy of the selling institution, enforcement of the Fund's rights would 
be subject to additional difficulties and delays due to legal considerations of the applicable foreign country. The Fund may invest 
in repurchase agreements with respect to U.S. Treasury securities, Canadian Treasury securities and Mexican Treasury securities 
and in commercial paper rated Prime-1 by Moody's or A-1 by S&P, or comparable quality, as determined by the Advisor. 
 
Currency and Interest Rate Hedging Transactions 
  
  To hedge against adverse price movements in the currencies underlying the Fund's securities (as well as the denominated 
currencies of the securities it might wish to purchase), the Fund may engage in transactions in forward foreign currency contracts, 
options on currencies, and futures contracts and options on futures contracts on currencies. The Fund will not engage in any such 
transactions in excess of the value of the securities denominated or payable in the foreign currency which are then held in the 
Fund's portfolio. 
  

Forward Foreign Currency Exchange Contracts. A forward foreign currency exchange contract ("forward contract") 
involves an obligation to purchase or sell a 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. The Fund may enter into forward contracts as a hedge 
against fluctuations in future foreign exchange rates. 
  
  Currently, only a limited market exists for hedging transactions relating to the Mexican peso. This may limit the Fund's 
ability to effectively hedge its investments in Mexico. Hedging against a decline in the value of a currency does not eliminate 
fluctuations in the prices of portfolio securities or prevent losses if the prices of such securities decline. Such transactions also 
limit the opportunity for gain if the value of the hedged currency should rise. Moreover, it may not be possible for the Fund to 
hedge against a devaluation that is so generally anticipated that the Fund is not able to contract to sell the currency at a price above 
the devaluation level it anticipates. 
  

 The Fund will enter into forward contracts under various circumstances. When the Fund enters into a contract for the 
purchase or sale of a security denominated in either the Canadian dollar or Mexican peso ("foreign currency"), it may, for 
example, desire to "lock in" the price of the security in U.S. dollars, Canadian dollars or Mexican pesos. By entering into a 
forward contract for the purchase or sale, for a fixed amount of dollars or other currency, of the amount of foreign currency 
involved in the underlying security transactions, the Fund will be able to protect itself against a possible loss resulting from an 
adverse change in the relationship between the U.S. dollar or other currency which is being used for the security purchase and the 
foreign currency in which the security is denominated during the period between the date on which the security is purchased or 
sold and the date on which payment is made or received. 
  
  In addition, the Fund may enter into forward contracts with respect to currencies in which certain of its portfolio securities 
are denominated and on which options have been written (see "Futures Contracts and Options" below). 
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 If the currency in which the Fund's portfolio securities (or portfolio securities that the Fund anticipates purchasing) are 

denominated rises in value with respect to the currency which is being purchased (or sold), then the Fund will have realized fewer 
gains than had the Fund not entered into the forward contracts. Moreover, the precise matching of the forward contract amounts 
and the value of the securities involved will not generally be possible, because the future value of such securities in foreign 
currencies will change as a consequence of market movements in the value of those securities between the date the forward 
contract is entered into and the date it matures. The Fund is not required to enter into such transactions with regard to its foreign 
currency-denominated securities and will not do so unless deemed appropriate by the Advisor. The Fund generally will not enter 
into a forward contract with a term of greater than one year, although it may enter into forward contracts for periods of up to five 
years. The Fund may be limited in its ability to enter into hedging transactions involving forward contracts by requirements in the 
Internal Revenue Code of 1986, as amended (the "Code"), relating to qualification as a regulated investment company. (See the 
section entitled "Federal Tax Considerations.") 
  

Futures Contracts and Options.    The Fund may purchase and sell futures contracts on debt securities and indices of debt 
securities (i.e., interest rate futures contracts) as a hedge against or to minimize adverse principal fluctuations resulting from 
anticipated interest rate changes. The Fund may also purchase and sell currency futures contracts as a hedge to protect against 
anticipated changes in currency rates or as an efficient means to adjust its exposure to the currency market. The Fund may also 
write (sell) covered call options on futures contracts, purchase put and call options on futures contracts and may enter into closing 
transactions with respect to such options on futures contracts purchased or sold. The Fund may purchase and sell futures contracts 
that are currently traded, or may in the future be traded, on U.S. and foreign commodity exchanges on such underlying fixed-
income securities as U.S. Treasury bonds, notes, and bills and/or any Canadian or Mexican currencies ("currency" futures) and on 
such indexes of U.S. or foreign fixed-income securities as may exist or come into being, such as the Moody's Investment Grade 
Corporate Bond Index ("index" futures). As a futures contract purchaser, the Fund incurs an obligation to take delivery of a 
specified amount of the currency underlying the contract at a specified time in the future for a specified price. As a seller of a 
futures contract, the Fund incurs an obligation to deliver the specified amount of the underlying currency at a specified time in 
return for an agreed upon price. 
  
  When the Fund purchases a futures contract, or writes a put option or purchases a call option thereon, an amount of cash 
and liquid assets will be deposited in a segregated account with the Fund's custodian so that the segregated amount, plus the 
amount of initial margin deposits held in the account of its broker, equals the market value of the futures contract, thereby 
ensuring that the use of the futures contract is unleveraged. The Fund will not enter into futures contracts for speculation and will 
only enter into futures contracts that are traded on a recognized futures exchange. The Fund will not enter into futures contracts or 
options thereon if immediately thereafter the sum of the amounts of initial margin deposits on the Fund's open futures contracts 
and premiums paid for unexpired options on futures contracts, excluding "bona fide hedging" transactions, would exceed 5% of 
the value of the Fund's total assets; provided, however, that in the case of an option that is "in-the-money," the amount may be 
excluded in calculating the 5% limitation. 
   

 
 



 11

 

  
   The Fund may purchase and write call and put options on futures contracts which are traded on an exchange and enter into 
closing transactions with respect to such options to terminate an existing position. 
  

 While the futures contracts and options transactions to be engaged in by the Fund for the purpose of hedging the Fund's 
portfolio securities are not speculative in nature, there are risks inherent in the use of such instruments. One such risk is that the 
Advisor could be incorrect in its expectations as to the direction or extent of various interest rate or price movements or the time 
span within which the movements take place. For example, if the Fund sold futures contracts for the sale of securities in 
anticipation of an increase in interest rates, and then interest rates went down instead, causing bond prices to rise, the Fund would 
lose money on the sale. 
  
  Another risk which will arise in employing futures contracts to protect against the price volatility of portfolio securities is 
that the prices of securities, currencies and indexes subject to futures contracts (and thereby the futures contract prices) may 
correlate imperfectly with the behavior of the U.S. dollar cash prices of the Fund's portfolio securities and their denominated 
currencies. 
  

 Other risks include, but are not limited to the following: no assurance that futures contracts transactions can be offset at 
favorable prices; possible reduction of the Fund's income due to the use of hedging; possible reduction in value of both the 
security or currency hedged and the hedging instrument; possible lack of liquidity due to daily limits on price fluctuations; 
imperfect correlation between the contract and the security or currency being hedged; failure to qualify as a regulated investment 
company under Subchapter M of the Code and potential losses in excess of the amount initially invested in futures contracts 
themselves. If the expectations of the Advisor regarding movements in securities prices, interest rates or exchange rates are 
incorrect, the Fund might have experienced better investment results without hedging. The use of futures contracts and options on 
futures contracts requires special skills in addition to those needed to select portfolio securities. 
  
When-Issued Securities 
  
  From time to time, in the ordinary course of business, the Fund may purchase securities at their current market value on a 
forward commitment or "when-issued" basis. When such transactions are negotiated, the price is fixed at the time of the 
commitment, but delivery and payment will take place after the date of the commitment. The Fund will establish a segregated 
account with its custodian consisting of cash, cash equivalents or U.S. Treasury securities, or other high quality liquid debt 
securities equal at all times to its when-issued commitments. Additional cash or liquid debt securities will be added to the account 
when necessary. While the Fund purchases securities on a forward commitment or "when-issued" basis only with the intention of 
acquiring the securities, the Fund may sell the securities before the settlement date if it is deemed advisable to limit the effects of 
adverse market action. The securities so purchased or sold are subject to market fluctuation and no interest accrues to the Fund 
during this period. At the time of delivery of the securities, their value may be more or less than the purchase or sale price. 
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Lending of Portfolio Securities 
  

 Consistent with applicable regulatory requirements, the Fund may lend its portfolio securities to brokers, dealers and 
other financial institutions, provided that such loans are at all times secured by cash or money market instruments, which are 
maintained in a segregated account pursuant to applicable regulations, and are at least equal to the market value, determined daily, 
of the loaned securities. As with any extensions of credit, there are risks of delay in recovery and in some cases even loss of rights 
in the collateral should the borrower of the securities fail financially. In determining whether to lend securities to a particular 
borrower, the Advisor will consider all relevant facts and circumstances, including the creditworthiness of the borrower. While 
securities are on loan, the borrower will pay the Fund any income earned thereon and the Fund may invest any cash collateral in 
portfolio securities, thereby earning additional income. The Fund will not lend portfolio securities in excess of 20% of the value of 
its total assets. The Board of Directors will monitor the Fund's lending of portfolio securities. 
 
Additional Risk Factors 
  

Special Risks of Canadian and Mexican Treasury Securities.    The Canadian government debt securities market is 
significantly smaller, less well developed and less liquid than the U.S. debt securities market. Recently, Canadian real economic 
growth has declined after several years of improved performance. A return to marginal growth could affect the Advisor's 
determination of the appropriate allocation of the Fund's investments within Canada and among the United States, Canada and 
Mexico. 
  
  The Mexican government has exercised and continues to exercise a significant influence over many aspects of the private 
sector in Mexico. Mexican government actions concerning the economy could have a significant effect on market conditions and 
prices and yields of Mexican Government securities. The value of the Fund's portfolio investments may be affected by the global 
recession as well as changes in oil prices, interest rates, taxation and other political or economic developments in Mexico. The 
Fund can provide no assurance that future developments in the Mexican economy, in Mexican government policy or in the 
political landscape will not impair its investment flexibility, operations or ability to achieve its investment objective. Moreover, 
recent events in Latin America have shown that economic, financial and political events in one country of the region can 
negatively influence the economic, financial and political conditions of another country of the region. 
  

Currency Risks.    A change in the value of a foreign currency relative to 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. Accordingly, the value of the assets of the Fund 
as measured in U.S. dollars may be affected favorably or unfavorably by changes in foreign currency exchange rates and exchange 
control regulations. In addition, the Fund may incur costs in connection with conversions between various currencies. In an 
attempt to protect against uncertainty in the level of future foreign exchange rates, the Fund is authorized to and may occasionally 
use forward foreign currency exchange contracts and futures contracts and may purchase and write (sell) options on foreign 
currencies. The Fund may use such forward contracts and options when, for example, it enters into a contract for the purchase or 
sale of a security denominated in a foreign currency, and the Fund desires to "lock in" the U.S. dollar price of the security. Also, 
when the Advisor believes that the currency of a particular foreign country may suffer a substantial 
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movement against the U.S. dollar, the Fund may enter into forward contracts and options approximating the value of some or all 
of the Fund's portfolio securities denominated in such foreign currency. 
  

Risk of International Investing.    Investments in foreign securities are subject to risks relating to political and economic 
developments abroad, including the possibility of expropriations or confiscatory taxation, limitations on the use or transfer of 
Fund assets and any effects of foreign social, economic or political instability. Foreign securities are not subject to the regulatory 
requirements applicable to U.S. securities and, therefore, there may be less publicly available information about such securities. 
Moreover, foreign securities are not subject to uniform accounting, auditing and financial standards and requirements comparable 
to those applicable to U.S. securities. 
  

 Securities of foreign issuers, including foreign governments, may be less liquid than comparable securities of U.S. issuers 
and, therefore, their price changes may be more volatile. Furthermore, foreign exchanges and broker-dealers are generally subject 
to less government and exchange scrutiny and regulation than their U.S. counterparts. Brokerage commissions, dealer concessions 
and other transaction costs may be higher on foreign markets, including markets for foreign government securities, than in the 
United States. In addition, differences in clearance and settlement procedures on foreign markets may result in delays in 
settlements of Fund trades effected in such markets. Inability to dispose of portfolio securities due to settlement delays could 
result in losses to the Fund due to subsequent declines in value of such securities and the inability of the Fund to make intended 
security purchases due to settlement problems could result in a failure of the Fund to make potentially advantageous investments. 
  

Non-Diversified Status.    The Fund is classified as a non-diversified investment company under the 1940 Act, and as such 
is not limited by the 1940 Act in the proportion of its assets that it may invest in the obligations of a single issuer. However, the 
Fund intends to conduct its operations so as to qualify as a "regulated investment company" under Subchapter M of the Code. (See 
the section below entitled "Federal Tax Considerations—Qualification as a Regulated Investment Company.") 
  

Bonds Issued by International Organizations.    Securities issued or guaranteed by foreign governments, their political 
subdivisions, agencies and instrumentalities are not treated like U.S. government securities for purposes of the diversification 
tests, but instead are subject to these tests in the same manner as the securities of non-governmental issuers. In this regard, 
securities issued or guaranteed by a foreign government, its political subdivisions, agencies or instrumentalities may in certain 
circumstances not be treated as issued by a single issuer for purposes of these diversification tests. Thus, in order to meet the 
diversification tests and thereby maintain its status as a regulated investment company, the Fund may be required to diversify its 
portfolio of Canadian Government securities and Mexican Government securities in a manner which would not be necessary if the 
Fund limited its investments to U.S. government securities. 
  

 
 



 14

 

  
INVESTMENT RESTRICTIONS 
  

 The Fund's investment program is subject to a number of investment restrictions that reflect self-imposed standards as 
well as federal regulatory limitations. The investment restrictions recited below are in addition to those described in the Fund’s 
Prospectus and are matters of fundamental policy and may not be changed without the affirmative vote of a majority of the 
outstanding Shares. The percentage limitations contained in these restrictions apply at the time of purchase of securities. 
Accordingly, the Fund will not: 
 
1. Borrow money except as a temporary measure for extraordinary or emergency purposes and then only from banks and in 

an amount not exceeding 10% of the value of the total assets of the Fund at the time of such borrowing, provided that, 
while borrowings by the Fund equaling 5% or more of the Fund's total assets are outstanding, the Fund will not purchase 
securities for investment; 

 
2. With respect to 50% of its net assets, invest more than 5% of its total assets in the securities of any single issuer (the U.S. 

government and its agencies and instrumentalities are not considered an issuer for this purpose); 
 
3. With respect to 50% of its net assets, invest in the securities of any single issuer if, as a result, the Fund would hold more 

than 10% of the voting securities of such issuer (the U.S. government and its agencies and instrumentalities are not 
considered an issuer for this purpose); 

 
4. Invest 25% or more of the value of its total assets in securities of issuers in any one industry (for these purposes, the U.S. 

government, its agencies and instrumentalities are not considered an industry); 
 
5. Invest in real estate or mortgages on real estate; 
 
6. Purchase or sell commodities or commodities contracts or futures contracts, except that the Fund may enter into forward 

foreign currency exchange contracts, futures contracts and options in accordance with its investment objective and 
policies; 

 
7. Act as an underwriter of securities within the meaning of the federal securities laws; 
 
8. Issue senior securities, except that the Fund may enter into forward foreign currency contracts and futures contracts in 

accordance with its investment objective and policies; 
 
9. Make loans, except that the Fund may purchase or hold debt instruments and may lend its portfolio securities and enter 

into repurchase agreements in accordance with its investment objective and policies; 
 
10. Effect short sales of securities; 
 
11. Purchase securities on margin (but the Fund may obtain such short-term credits as may be necessary for the clearance of 

transactions); 
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12. Purchase participations or other interests in oil, gas or other mineral exploration or development programs; 
 
13. Purchase any securities of unseasoned issuers which have been in operation directly or through predecessors for less than 

three years; 
 
14. Invest in shares of any other investment company registered under the 1940 Act; 
 
15. Purchase or retain the securities of any issuer, if to the knowledge of the Fund, any officer or Director of the Fund or its 

Advisor owns beneficially more than 5% of the outstanding securities of such issuer and together they own beneficially 
more than 5% of the securities of such issuer; 

 
16. Invest in companies for the purpose of exercising management or control; 
 
17. Invest in puts or calls, or any combination thereof, except that the Fund may enter into options, forward foreign currency 

contracts and futures contracts, in accordance with its investment objective and policies; or 
 
18. Purchase warrants, if by reason of such purchase more than 5% of its net assets (taken at market value) will be invested in 

warrants, valued at the lower of cost or market. Included within this amount, but not to exceed 2% of the value of the 
Fund's net assets, may be warrants which are not listed on the New York or American Stock Exchange. For the purpose of 
the foregoing calculations, warrants acquired by the Fund in units or attached to securities will be deemed to be without 
value and therefore not included within the preceding limitations. 

  
The following investment restriction is non-fundamental and may be changed by a vote of the majority of the Board.  The 

Fund will not: 
 
1. Invest more than 10% of the value of its net assets in illiquid securities. 
  
VALUATION OF SHARES AND REDEMPTIONS 
  
Valuation of Shares 
  

 The net asset value of each class of Shares is determined as of the close of regular trading on the New York Stock 
Exchange (the “Exchange”) on each day that the Exchange is open for business. The Exchange is open for business on all 
weekdays except for the following holidays (or the days on which they are observed): New Year's Day, Martin Luther King, Jr. 
Day, Presidents' Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving Day and Christmas Day. 
  

The Fund or its agents may enter into agreements that allow a third party, as agent for the Fund, to transmit orders from its 
customers after the Fund's close of business. So long as a third party receives an order prior to the close of the Exchange, the order 
is deemed to have been 
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received by the Fund and, accordingly, may receive the net asset value computed at the close of business that day. These "late 
day" agreements are intended to permit investors placing orders with third parties to place orders up to the same time as other 
investors. 
 
Redemptions 
  
  The Fund may suspend the right of redemption or postpone the date of payment during any period when (a) trading on the 
Exchange is restricted by applicable rules and regulations of the SEC; (b) the Exchange is closed for other than customary 
weekend and holiday closings; (c) the SEC has by order permitted such suspension; or (d) an emergency exists as determined by 
the SEC so that valuation of the net assets of the Fund is not reasonably practicable. 
  
  Under normal circumstances, the Fund will redeem Shares in cash as described in the Prospectus. However, if the Board 
determines that it would be in the best interests of the remaining shareholders of the Fund to make payment of the redemption 
price in whole or in part by a distribution in kind of readily marketable securities from the portfolio of the Fund in lieu of cash, in 
conformity with applicable rules of the SEC, the Fund may make such distributions in kind. If Shares are redeemed in kind, the 
redeeming shareholder will incur brokerage costs in later converting the assets into cash. The method of valuing portfolio 
securities is described above under "Valuation of Shares" and such valuation will be made as of the same time the redemption 
price is determined. 
  
  The Fund has elected to be governed by Rule 18f-1 under the 1940 Act, pursuant to which the Fund is obligated to redeem 
Shares solely in cash up to the lesser of $250,000 or 1% of the net asset value of the Fund during any 90-day period for any one 
shareholder. 
 
Anti-Money Laundering Program 
  

Customer identification and verification are part of the Fund’s overall obligation to deter money laundering under federal 
law.  The Fund has adopted an Anti-Money Laundering Compliance Program designed to prevent the Fund from being used for 
money laundering or the financing of terrorist activities.  In this regard, the Fund reserves the right, to the extent permitted by law, 
to (i) refuse, cancel or rescind any purchase or exchange order, (ii) freeze any account and/or suspend account services, or (iii) 
involuntarily close an account in cases of threatening conduct or suspected fraudulent or illegal activity.  These actions will be 
taken when, in the sole discretion of Fund management, they are deemed to be in the best interest of the Fund or in cases when the 
Fund is requested or compelled to do so by governmental or law enforcement authority.  If your account is closed at the request of 
governmental or law enforcement authority, you may not receive proceeds of the redemption if the Fund is required to withhold 
such proceeds. 
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FEDERAL TAX CONSIDERATIONS 
  
  The following is only a summary of certain additional federal income tax considerations generally affecting the Fund and 
its shareholders that are not described in the Prospectus. No attempt is made to present a detailed explanation of the tax treatment 
of the Fund or its shareholders, and the discussion here and in the Prospectus is not intended as a substitute for careful tax 
planning. Shareholders are urged to consult with their tax advisors with specific reference to their own tax situation, including 
their state and local tax liabilities. 
  
  The following general discussion of certain federal income tax consequences is based on the Code and the regulations 
issued thereunder as in effect on the date of this SAI. New legislation, as well as administrative changes or court decisions, may 
significantly change the conclusions expressed herein, and may have a retroactive effect with respect to the transactions 
contemplated herein. 
 
Qualification as a Regulated Investment Company 
  
  The Fund intends to qualify for and elects to be treated as a “regulated investment company” ("RIC") as defined under 
Subchapter M of the Code. Accordingly, the Fund must, among other things, (a) derive at least 90% of its gross income each 
taxable year from dividends, interest, payments with respect to securities loans, gains from the sale or other disposition of stock, 
securities or foreign currencies, and certain other related income, including, generally, certain gains from options, futures and 
forward contracts; and (b) diversify its holdings so that, at the end of each quarter of the Fund's taxable year, (i) at least 50% of the 
value of the Fund's total assets is represented by cash and cash items, United States Government securities, securities of other 
RICs, and other securities, with such other securities limited, in respect to any one issuer, to an amount not greater than 5% of the 
value of the Fund's total assets or 10% of the outstanding voting securities of such issuer, and (ii) not more than 25% of the value 
of the Fund’s total assets is invested in the securities (other than United States Government securities or securities of other RICs) 
of any one issuer or two or more issuers that the Fund controls and which are engaged in the same, similar, or related trades or 
business. 
  
  For purposes of the 90% gross income requirement described above, foreign currency gains that are not directly related to 
the Fund's principal business of investing in stock or securities (or options or futures with respect to stock or securities) may be 
excluded from income that qualifies under the 90% requirement. 
  
  In addition to the requirements described above, in order to qualify as a RIC, the Fund must distribute at least 90% of its 
investment company taxable income (that generally includes dividends, taxable interest, and the excess of net short-term capital 
gains over net long-term capital losses less operating expenses, but determined without regard to the deduction for dividends paid) 
and at least 90% of its net tax-exempt interest income, if any, for each tax year to its shareholders (the “Distribution 
Requirement”). If the Fund meets all of the RIC requirements, it will not be subject to federal income tax on any of its investment 
company taxable income or capital gains that it distributes to shareholders. 
   

 
 



 18

 

  
 The Fund may invest in securities that bear "original issue discount" or "acquisition discount" (collectively, "OID 

Securities"). The holder of such securities is deemed to have received interest income even though no cash payments have been 
received. Accordingly, OID Securities may not produce sufficient current cash receipts to match the amount of distributable net 
investment income the Fund must distribute to satisfy the Distribution Requirement. In some cases, the Fund may have to borrow 
money or dispose of other investments in order to make sufficient cash distributions to satisfy the Distribution Requirement. 
  

 Although the Fund intends to distribute substantially all of its investment company taxable income and capital gains for 
any taxable year, the Fund will be subject to federal income taxation to the extent any such income or gains are not distributed. 
  
  The Fund’s net realized capital gains from securities transactions will be distributed only after reducing such gains by the 
amount of any available capital loss carryforwards. Capital losses may be carried forward to offset any capital gains for eight 
years, after which any undeducted capital loss remaining is lost as a deduction. 
  
   If the Fund fails to qualify as a RIC for any taxable year, all of its taxable income will be subject to tax at regular 
corporate income tax rates without any deduction for distributions to shareholders and such distributions generally will be taxable 
to shareholders as ordinary dividends to the extent of the Fund's current and accumulated earnings and profits. In this event, 
distributions generally will be eligible for the dividends-received deduction for corporate shareholders. 
 
Federal Excise Tax 
  

 If the Fund fails to distribute in a calendar year at least 98% of its ordinary income for the calendar year and 98% of its 
capital gain net income (the excess of short- and long-term capital gains over short- and long-term capital losses) for the one-year 
period ending October 31 of that year and 100% of any undistributed amount from the prior calendar year, the Fund will be 
subject to a nondeductible 4% federal excise tax on the undistributed amounts not meeting the 98% threshold.  The Fund intends 
to make sufficient distributions to avoid imposition of this tax or to retain, at most, its net capital gains and pay tax thereon. 
  
Fund Distributions 
  

 Distributions of investment company taxable income are generally taxable to you as ordinary income, regardless of 
whether you receive such distributions in cash or you reinvest them in additional Shares, to the extent of the Fund's earnings and 
profits. The Fund anticipates that it will distribute substantially all of its investment company taxable income for each taxable 
year. 
  
  The Fund may either retain or distribute to you its excess of net long-term capital gains over net short-term capital losses 
("net capital gains"). If such gains are distributed as a capital gain distribution, they are taxable to you (if you are an individual) at 
the long-term capital gains rate, regardless of the length of time you have held the Shares. If any such gains are retained, the Fund 
will pay federal income tax thereon. If the Fund elects to retain any such gains and you are 
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a shareholder of record on the last day of the taxable year, the Fund may elect to have you treated as if you received a distribution 
of your pro rata share of such gain, with the result that you will (1) be required to report your pro rata share of such gain on your 
tax return as long-term capital gain, (2) receive a refundable tax credit for your pro rata share of tax paid by the Fund on the gain, 
and (3) increase the tax basis for your Shares by an amount equal to the deemed distribution less the tax credit. 
  

 If the net asset value at the time you purchase Shares reflects undistributed investment company taxable income or 
realized capital gains, distributions of such amounts will be taxable to you in the manner described above, although such 
distributions economically constitute a return of capital to you. 
  
  If you are a corporate shareholder, distributions (other than capital gain distributions) from a RIC generally qualify for the 
dividends-received deduction to the extent of the gross amount of qualifying dividends received by the Fund for the year. 
Generally, and subject to certain limitations, a dividend will be treated as a qualifying dividend if it has been received from a 
domestic corporation. 
  
  Distributions by the Fund that do not constitute ordinary income dividends or capital gain distributions will be treated as 
return of capital to the extent of the tax basis in your Shares.  Any excess will be treated as a gain from the sale of those 
Shares.  You will be advised annually as to the U.S. federal income tax consequences of distributions made (or deemed made) 
during the year.  If prior distributions made by the Fund must be re-characterized as non-taxable return of capital at the end of the 
fiscal year as a result of the effect of the Fund’s investment policies, they will be identified as such in notices sent to shareholders. 
  
  Ordinarily, you should include all dividends as income in the year of payment.  However, dividends declared in October, 
November, or December of any calendar year and payable to shareholders of record on a specified date in such a month will be 
deemed for tax purposes to have been received by you and paid by the Fund on December 31st of such calendar year if such 
dividends are actually paid in January of the following year. 
  
  The Fund will provide you with an annual statement as to the federal tax status of distributions paid (or deemed to be 
paid) by the Fund during the year, including the amount of dividends eligible for the corporate dividends-received deduction. 
  

 Investment income that may be received by the Fund from sources within foreign countries may be subject to foreign 
taxes withheld at the source.  The U.S. has entered into tax treaties with many foreign countries which entitle the Fund to a 
reduced rate of, or exemption from, taxes on such income.  However, treaties between the U.S. and certain countries may not be 
available in some cases to reduce the otherwise applicable tax rates.  It is impossible to determine the effective rate of foreign tax 
in advance since the amount of the Fund’s assets to be invested in various countries is not known. 
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Sale, Exchange or Redemption of Fund Shares 
 

 The sale, exchange or redemption of Shares is a taxable event for you. Generally, any gain or loss on the sale, exchange 
or redemption of Shares will be a capital gain or loss that will be long-term if you have held your shares for more than twelve 
months and otherwise will be short-term. However, you must treat a loss on the sale, exchange or redemption of Shares held for 
six months or less as a long-term capital loss to the extent of the amount of the prior capital gains distribution you received with 
respect to such Shares (or any undistributed net capital gains of the Fund that have been included in determining your long-term 
capital gains). In addition, any loss realized on a sale or other disposition of Shares will be disallowed to the extent you acquire (or 
enter into a contract or option to acquire) Shares within a period of 61 days beginning 30 days before and ending 30 days after the 
disposition of the Shares. This loss disallowance rule will apply to Shares received through the reinvestment of dividends during 
the 61-day period. 
  

 If you (1) incur a sales load in acquiring Shares, (2) dispose of such Shares less than 91 days after they are acquired and 
(3) subsequently acquire Shares of another fund at a reduced sales load pursuant to a right acquired in connection with the 
acquisition of the Shares disposed of, then the sales load on the Shares disposed of (to the extent of the reduction in the sales load 
on the Shares subsequently acquired) shall not be taken into account in determining gain or loss on such Shares but shall be 
treated as incurred on the acquisition of the subsequently acquired Shares. 
  

 In certain cases, the Fund will be required to withhold and remit to the United States Treasury backup withholding taxes 
at an applicable rate on any distributions paid to you if you (1) have failed to provide a correct taxpayer identification number, (2) 
are subject to backup withholding by the Internal Revenue Service (“IRS”), or (3) have failed to certify to the Fund that you are 
not subject to backup withholding. 
 
State and Local Taxes 
  

 Depending upon state and local law, distributions by the Fund and the ownership of Shares may be subject to the state 
and local taxes.  Rules of state and local taxation of dividend and capital gain distributions from regulated investment companies 
often differ from the rules for federal income taxation described above. You are urged to consult your tax advisor as to the 
consequences of these and other state and local tax rules affecting an investment in the Fund. 
 
Foreign Shareholders 
  

Under U.S. tax law, taxation of a shareholder who is a foreign person (to include, but not limited to, a nonresident alien 
individual, a foreign trust, a foreign estate, a foreign corporation, or a foreign partnership) primarily depends on whether the 
foreign person’s income from the Fund is effectively connected with the conduct of a U.S. trade or business.  Typically, ordinary 
income dividends paid from a mutual fund are not considered “effectively connected” income. 
  

Ordinary income dividends that are paid by the Fund (and are deemed not “effectively connected income”) to foreign 
persons will be subject to a U.S. tax withheld by the Fund at a rate of 30% provided the Fund obtains a properly completed and 
signed Certificate of Foreign Status. 
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The tax rate may be reduced if the foreign person’s country of residence has a tax treaty with the U.S. allowing for a 

reduced tax rate on ordinary income dividends paid by the Fund.  Any tax withheld by the Fund is remitted by the Fund to the 
U.S. Treasury and all income and any tax withheld is identified in reports mailed to shareholders in March of each year with a 
copy sent to the IRS. 
  

If the ordinary income dividends from the Fund are effectively connected with the conduct of a U.S. trade or business, 
then the foreign person may claim an exemption from the U.S. tax described above provided the Fund obtains a properly 
completed and signed Certificate of Foreign Status.  If the foreign person fails to provide a certification of his/her foreign status, 
the Fund will be required to withhold U.S. tax at a rate of 28% on ordinary income dividends, capital gains distributions and the 
proceeds of the redemption of shares, paid to any foreign person.  Any tax withheld by the Fund is remitted by the Fund to the 
U.S. Treasury and all income and any tax withheld is identified in reports mailed to shareholders in March of each year with a 
copy sent to the IRS. 
  

The tax consequences to foreign persons entitled to claim the benefits of an applicable tax treaty may be different from 
those described herein.  Foreign shareholders are urged to consult their own tax advisors or the IRS with respect to the particular 
tax consequences to them of an investment in the Fund, including the applicability of the U.S. withholding taxes described above. 
  
MANAGEMENT OF THE FUND 
  

 The overall business and affairs of the Fund is managed by the Board. The Board approves all significant agreements 
between the Fund and persons or companies furnishing services to the Fund, including the Fund's agreements with its investment 
advisor, administrator, distributor, custodian and transfer agent. The Board and the Fund’s officers are responsible for managing 
the Fund’s affairs and for exercising the Fund’s powers except those reserved for the shareholders and those assigned to the 
Advisor and other service providers.  The day-to-day operations of the Fund are delegated to the Fund's officers, the Advisor, the 
Distributor and the Fund's administrator. Seventy-five percent of the Directors of the Fund have no affiliation with the Advisor, 
the Distributor or the Fund's administrator. Each Director and officer holds office until he or she resigns, is removed or a successor 
is elected and qualified. 
 
Directors and Officers 
  

The following information is provided for each Director and officer of the Fund. The first section of the table lists 
information for each Director who is not an “interested person” of the Fund (as defined in the 1940 Act) (an “Independent 
Director”).  The second section of the table lists information for each Director who is considered to be an “interested person” (an 
“Interested Director”), as the term is defined under the 1940 Act. Unless otherwise indicated, the address of each Director and 
officer is 40 West 57th Street, 18th Floor, New York, New York 10019. 
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Name, 

Age and 
Address 

Position 
with the Fund 

Length of 
Time Served 

Principal Occupation(s) 
During the Past Five Years 

Number of 
Funds in 

Fund 
Complex 

Overseen by 
Director 

Other 
Directorships 

Held By 
Director 

Independent Directors: 
W. Murray 
Jacques 
ISI, Inc. 
40 West 57th 
Street 
18th floor 
New York, NY 
10019 
 

(age 74) 

Director; 
Chairman of 
Compensation 
Committee; 
Member of 
Audit and 
Compliance 
Committee and 
Nominating 
Committee 
 

Since 2002 President of WMJ 
Consulting, LLC (real estate 
investment management 
company) (1999 to present); 
formerly, Principal of CM 
Coastal Development, LLC 
(real estate development) 
(2002 to 2006) 

4 None 

Louis E. Levy 
ISI, Inc. 
40 West 57th 
Street 
18th floor 
New York, NY 
10019 
 
(age 78) 
  

Director and 
Chairman of the 
Board of 
Directors; 
Member of 
Nominating 
Committee and 
Compensation 
Committee; 
Member of 
Audit and 
Compliance 
Committee 

Since 1994 
 
 
 
 
 
 
 
 

  

Retired Partner of  KPMG 
Peat Marwick (retired 1990); 
Scudder Group of Mutual 
Funds (retired 2005) 

4 None 

Edward A. 
Kuczmarski 
ISI, Inc. 
40 West 57th 
Street 
18th floor 
New York, NY 
10019 

 
(age 61) 
  

Chairman of 
Audit and 
Compliance 
Committee 
 
Member of 
Audit and 
Compliance 
Committee 
 
Director; 
Chairman of 
Nominating 
Committee; 
Member of 
Compensation 
Committee 

Since  
11/2010 

 
 
 

2007-11/2010 
 
 
 
 

Since 2007 
  
  

Certified Public Accountant 
and Partner of Crowe 
Horwath LLP (accounting 
firm)(1980-present) 
  
  

4 
  

Board Member 
of Reich & Tang 
Funds; Trustee 
of  Empire 
Builder Tax Free 
Bond Fund 
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Interested Director* 
R. Alan 
Medaugh 
ISI, Inc. 
40 West 57th 
Street 
18th floor 
New York, NY 
10019 
 
(age 67) 
  

Director and 
President 

Director since 
2007; 

President since 
1991 

President of International 
Strategy & Investment Inc. 
(registered investment 
advisor) (1991 to present); 
Director of International 
Strategy & Investment 
Group Inc. (registered 
broker-dealer) (1991 to 
present) 

4 None 

* Mr. Medaugh is deemed to be an Interested Director, as defined in the 1940 Act, because he is President of the Advisor and 
a Director of the Distributor.  
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Name, 

Age and Address 
Position 

with the Fund 
Length of Time 

Served Principal Occupation(s) During the Past Five Years 
Officers:       
Nancy R. Lazar  
ISI, Inc. 
40 West 57th Street 
18th floor 
New York, NY 10019 
 
(age 53) 

Vice President Since 1997 Executive Vice President, Assistant Treasurer, and 
Secretary of International Strategy & Investment Inc. 
(registered investment advisor) (1991 to present); Executive 
Vice President, Assistant Treasurer and Secretary of 
International Strategy & Investment Group Inc. (registered 
broker-dealer) (1991 to present) 
 

Carrie L. Butler  
ISI, Inc. 
40 West 57th Street 
18th floor 
New York, NY 10019 
 
(age 43) 
 

Vice President Since 1991 Managing Director of International Strategy & Investment 
Inc. (registered investment advisor) (2000 to present) 
 

Edward J. Veilleux  
5 Brook Farm Court 
Hunt Valley, MD  21030 
 
(age 67) 
 

Vice President and 
Chief Compliance 

Officer 

Vice President 
since 1992; Chief 

Compliance 
Officer since 2008

President, EJV Financial Services, LLC (mutual fund 
consulting company) (2002 to present).; officer of various 
investment companies for which EJV Financial Services 
provides consulting and compliance services 
 

Stephen V. Killorin  
ISI, Inc. 
40 West 57th Street 
18th floor 
New York, NY 10019 
 
(age 57) 

Chief Financial 
Officer, Treasurer 
and Vice President 

Vice President 
since 2002; Chief 
Financial Officer 
since 2005; and 
Treasurer 2005-
2008 and August 
2010 to present 

 

Executive Managing Director and Chief Financial Officer of 
International Strategy & Investment Inc. (registered 
investment advisor) (2000 to present); Executive Managing 
Director and Chief Financial Officer of International 
Strategy & Investment Group Inc. (registered broker-dealer) 
(2000 to present); Vice President of the Funds since 2002; 
Treasurer of the Funds (2005-2008 and August 2010 to 
present); Chief Financial Officer of the Funds since 2005; 
formerly Chief Compliance Officer of the Funds (until April 
2008) 

Margaret M. Beeler  
ISI, Inc. 
40 West 57th Street 
18th floor 
New York, NY 10019 
 
(age 44) 
 

Vice President and 
Secretary 

Vice President 
since 1996; 

Secretary since 
2004 

 

Managing Director of International Strategy & Investment 
Inc. (registered investment advisor) (2004 to present) 

Heena Dhruv  
ISI, Inc. 
40 West 57th Street 
18th floor 
New York, NY 10019 
 
(age 34) 
 

Assistant Vice 
President 

Since 2005 Managing Director of International Strategy & Investment, 
Inc. (registered investment advisor) (2005 to present); 
formerly, Associate Managing Director, International 
Strategy & Investment Inc. (2003 to July 2005) 
 

William Cox 
State Street Bank and Trust 
Company 
4 Copley Place, 5th Floor 
Boston, MA 02116 
 

Assistant Treasurer Since 2010 Vice President and Department Head, Fund Administration 
Division, State Street Bank and Trust Company (2003 - 
present) and officer of various investment companies for 
which State Street provides mutual fund administrative 
services 
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(age 43) 
David James 
State Street Bank and Trust 
Company 
4 Copley Place, 5th Floor 
Boston, MA 02116 
 
(age 40) 
 

Assistant Secretary Since 2010 Vice President and Managing Counsel, State Street Bank 
and Trust Company (fund administrator, transfer agent and 
custodian) (2009 to present); Vice President and Counsel, 
PNC Global Investment Servicing (US), Inc. 2006 to 2009; 
Assistant Vice President and Counsel, State Street Bank and 
Trust Company, October 2000 to December 2004 and was 
retired in 2005; and officer of various investment companies 
for which State Street provides mutual fund administrative 
services 
 

Eun An  
State Street Bank and Trust 
Company 
4 Copley Place, 5th Floor 
Boston, MA 02116 
 
(age 35) 

Assistant Secretary Since 2011 Associate Counsel and Assistant Vice President, State Street
Bank and Trust Company (2008-present) 
 

 
Directors and officers of the Fund are also directors and officers of all of the other investment companies in the ISI Fund 

Complex advised by the Advisor or its affiliates. There are currently four funds in the ISI Family of Funds.  Each of the above 
named persons serves in the capacity noted above for each fund in the ISI Fund Complex. 
 
Information about Each Director’s Qualification, Experience, Attributes or Skills 
 

The Board believes that each of the Directors has the qualifications, experience, attributes and skills (“Director 
Attributes”) appropriate to their continued service as a Director of the Fund in light of the Fund’s business and structure.  In 
addition to a demonstrated record of business and/or professional accomplishment, most of the Directors have served on boards 
for organizations other than the Fund, and have served on the Board for a number of years.  They therefore have substantial board 
experience and, in their service to the Fund, have gained substantial insight as to the operation of the Fund and have demonstrated 
a commitment to discharging oversight duties as directors in the interests of shareholders.  The Board annually conducts a “self-
assessment” wherein the effectiveness of the Board and individual Directors is reviewed.  In conducting its annual self-
assessment, the Board has determined that the Directors have the appropriate attributes and experience to continue to serve 
effectively as Directors of the Fund. 
 

In addition to the information provided in the charts above, certain additional information regarding the directors and their 
Director Attributes is provided below.  The information is not all-inclusive.  Many Director Attributes involve intangible 
elements, such as intelligence, integrity and work ethic, along with the ability to work together, to communicate effectively, to 
exercise judgment and ask incisive questions, and to demonstrate commitment to shareholder interests. 
 

Mr. Jacques has experience as a consultant and understands the various aspects and challenges involved in running a 
corporation.  Mr. Jacques has served for many years as a senior executive of WMJ Consulting, LLC, including as President, and 
as a principal of a real estate development company.  Mr. Jacques’ experience in these roles has exposed him to many of the 
business challenges which any business will face.  Mr. Jacques has over 9 years of experience on the boards of directors of the ISI 
Funds and therefore understands the regulation, management and oversight of mutual funds. 
 

Mr. Kuczmarski has financial accounting experience as a Certified Public Accountant.  Mr. Kuczmarski also currently 
serves as a director of other mutual funds.  In serving on these boards, Mr. Kuczmarski has come to understand and appreciate the 
role of a director and has been exposed to many of the challenges facing a board and the appropriate ways of dealing with those 
challenges.  Mr. Kuczmarski has over 27 years of experience on the boards of directors of other funds and therefore understands 
the regulation, management and oversight of mutual funds. 
 

Mr. Levy has financial accounting experience as a former partner of KPMG Peat Marwick.  Mr. Levy also has extensive 
experience as a director for public companies.  In serving on these boards, Mr. Levy has come to understand and appreciate the 
role of a director and has been exposed to many of the challenges facing a board and the appropriate ways of dealing with those 
challenges.  Mr. Levy also served as a director of another group of mutual funds and has over 17 years of experience on the boards 
of directors of the ISI Funds and therefore understands the regulation, management and oversight of mutual funds. 
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Mr. Medaugh is President of the Advisor.  Mr. Medaugh has intimate knowledge of the Advisor and the Fund, its 

operations, personnel and financial resources.  His position of responsibility at the Advisor, in addition to his knowledge of the 
firm, has been determined to be valuable to the Board in its oversight of the Fund.  Mr. Medaugh has 4 years of experience on the 
board of directors of the ISI Funds and therefore understands the regulation, management and oversight of mutual funds. 
 
Leadership Structure and Risk Management Oversight 
 

The Board has chosen to select different individuals as Chairman of the Board of the ISI Funds and as President of the ISI 
Funds. Currently, Mr. Levy, an Independent Director, serves as Chairman of the Board, Mr. Kuczmarski, an Independent Director, 
serves as Chairman of the Audit and Compliance Committee and Mr. Medaugh, an Interested Director and employee of the 
Advisor, serves as President of the ISI Funds. The Board believes that this leadership structure is appropriate, since Mr. Medaugh 
provides the Board with insight regarding the ISI Funds’ day-to-day management, while Mr. Levy and Mr. Kuczmarski each 
provide an independent perspective on the ISI Funds’ overall operation. 
 

The Board has delegated management of the ISI Funds to service providers who are responsible for the day-to-day 
management of risks applicable to the ISI Funds. The Board oversees risk management for the ISI Funds in several ways. The 
Board receives regular reports from both the chief compliance officer and administrator for the ISI Funds, detailing the results of 
the ISI Funds’ compliance with their Board-adopted policies and procedures, the investment policies and limitations of the ISI 
Funds, and applicable provisions of the federal securities laws and the Code. As needed, the Advisor discusses management issues 
with respect to the ISI Funds with the Board, soliciting the Board’s input on many aspects of management, including potential 
risks to the ISI Funds. The Board’s Audit Committee also receives reports on various aspects of risk that might affect the ISI 
Funds and offers advice to management, as appropriate. The Directors also meet in executive session with Independent counsel, 
counsel to the ISI Funds, the chief compliance officer and Independent Auditors and representatives of management, as needed. 
Through these regular reports and interactions, the Board oversees risk management issues for the ISI Funds, which are effected 
on a day-to-day basis by service providers to the ISI Funds. 
 
Director Ownership in the ISI Funds 
 

Name of Director 

Dollar Range of Beneficial 
Ownership as of December 31, 

2010 in the Fund (1) ) (2) 

Aggregate Dollar Range of 
Ownership as of  December 31, 2010 
in all Funds Overseen by Director in 

the ISI Fund Complex (1) (2) 
Independent Directors:     
W. Murray Jacques None $10,001 – $50,000 
Louis E. Levy None   $50,001 – $100,000 
Edward A. Kuczmarski None $10,001 – $50,000 
Interested Director:     
R. Alan Medaugh  Over $100,000 Over $100,000 
 
(1)   Securities beneficially owned as defined under the Securities Exchange Act of 1934 include securities in which the Director 
has a direct or indirect pecuniary interest, with certain exceptions, and securities with respect to which the Director can exert 
voting power or has authority to sell. 
  
(2)   The dollar ranges are: None, $1–$10,000, $10,001–$50,000, $50,001–$100,000, and over $100,000.  The ISI Fund Complex 
consists of the following: ISI Strategy Fund, Inc., North American Government Bond Fund, Inc., Managed Municipal Fund, Inc. 
and Total Return U.S. Treasury Fund, Inc. 
 
Ownership of Securities of the Advisor and Related Companies 
  

As reported to the Fund, as of December 31, 2010 no Independent Director or any of his immediate family members 
owned beneficially or of record securities of the Advisor, the Distributor, or any person (other than a registered investment 
company) directly or indirectly controlling, controlled by or under common control with the Advisor or the Distributor. 
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Compensation of Directors and Officers 
  

 Officers of the Fund receive no direct remuneration in such capacity from the Fund, except the Fund pays fees for the 
services of its Chief Compliance Officer.  Officers and Directors of the Fund who are officers or directors of the Advisor, the 
Distributor, the administrator or other service providers of the Fund may be considered to have received remuneration 
indirectly.   As compensation for his services, each Independent Director receives a retainer and meeting fees (plus reimbursement 
for reasonable out-of-pocket expenses incurred in connection with his attendance at Board and committee meetings) from the ISI 
Fund Complex.  Payment of such fees and expenses is allocated among all of the funds in the ISI Fund Complex in direct 
proportion to their relative net assets. 
  

The following table shows the aggregate compensation paid to each of the Fund's Directors by the Fund and by the ISI 
Fund Complex during the fiscal year ended October 31, 2010. 
 

Name of Director 
Aggregate Compensation from 

the Fund Paid to Directors 

Total Compensation 
from the Fund and ISI Fund 
Complex Paid to Directors 

R. Alan Medaugh* None None 
W. Murray Jacques $4,750 $19,000 for service on 4 Boards in the ISI 

Fund Complex 
Edward A. Kuczmarski $4,750 $19,000 for service on 4 Boards in the ISI 

Fund Complex 
Louis E. Levy $6,250 $25,000 for service on 4 Boards in the ISI 

Fund Complex 
 
*  Director who is an “interested person” as defined in the 1940 Act. 
 
Information Concerning Committees and Meetings of Directors 
  
  The Board met four times during the fiscal year ended October 31, 2010 and each Director attended 100% of the meetings 
of the Board and meetings of the committees of the Board on which such Director served. 
  
  The Fund has an Audit and Compliance Committee ("Audit Committee") consisting of Messrs. Levy, Jacques and 
Kuczmarski.  All members of the Audit Committee are Independent Directors.  Mr. Kuczmarski serves as Chairman of the Audit 
Committee.  During the fiscal year ended October 31, 2010, the Audit Committee met four times.  In accordance with its written 
charter adopted by the Board, the Audit Committee assists the Board in fulfilling its responsibility for oversight of fund 
accounting, the Fund's system of control, the Fund's process for monitoring compliance with laws and regulations, and the quality 
and integrity of the financial reports and audits of the Fund.  The Audit Committee is directly responsible for the appointment, 
compensation, and oversight of the work of any independent registered public accounting firm employed by the Fund (including 
resolution of disagreements between management and the accountants regarding financial reporting). The Audit Committee 
reviews and approves in advance any proposals by management of the Fund or the Advisor that the Fund, the Advisor, or their 
affiliated persons employ the Fund's independent registered public accounting firm to render "permissible non-audit services," as 
that term is defined in the rules and regulations of the SEC, 
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and to consider whether such services are consistent with the independent accounting firm’s independence. 
  

The Nominating Committee, which meets when necessary, consists of Messrs. Levy, Jacques and Kuczmarski.  All 
members of the Nominating Committee are Independent Directors.  The Nominating Committee is charged with the duty of 
making all nominations for Independent Directors to the Board. The Committee will not consider nominees recommended by 
shareholders. The Committee did not meet during the fiscal year ended October 31, 2010. 
  

The Compensation Committee, which meets when necessary, consists of Messrs. Levy, Jacques and Kuczmarski.  All 
members of the Compensation Committee are Independent Directors.  The Compensation Committee is responsible for reviewing 
the compensation paid to the Independent Directors for its appropriateness, and making recommendations to the full Board with 
respect to the compensation of the Directors.  The Committee met two times during the fiscal year ended October 31, 2010. 
 
Code of Ethics 
  

The Board has adopted a Code of Ethics for the Fund pursuant to Rule 17j-1 under the 1940 Act. The Code of Ethics 
permits access persons of the Fund to trade securities that may be purchased or held by the Fund in their own accounts, provided 
that the access persons comply with the provisions and reporting requirements of the Code of Ethics. 
  
            The Advisor and the Distributor have each adopted a Code of Ethics pursuant to Rule 17j-1.  These Codes of Ethics 
permit access persons of the Fund who are employees of the Advisor and the Distributor to trade securities that may be purchased 
or held by the Fund in their own accounts, subject to compliance with reporting requirements.  In addition, these Codes of Ethics 
also provide for trading “blackout periods” that prohibit trading by access persons within periods of trading by the Fund in the 
same security, subject to certain exceptions.  These Codes of Ethics prohibit short-term trading profits and personal investment in 
initial public offerings.  These Codes of Ethics require prior approval with respect to purchases of securities in private placements. 
  

 The Codes of Ethics are on public file with, and are available from, the SEC. 
  
INVESTMENT ADVISORY SERVICES 
  

 ISI serves as the Fund's investment advisor pursuant to an Investment Advisory Agreement dated as of December 15, 
1992 (the "Advisory Agreement"). 
  

ISI is a registered investment advisor that was formed in January 1991. ISI is owned by Messrs. Edward S. Hyman, the 
Fund’s Senior Economic Advisor, R. Alan Medaugh, the Fund's President and Director, and Nancy R. Lazar, a Vice President of 
the Fund.  Due to their stock ownership, Messrs. Hyman and Medaugh and Ms. Lazar may be deemed controlling persons of 
ISI.  The owners of ISI may directly or indirectly receive the benefits of the advisory fee paid to ISI.  ISI and International 
Strategy & Investment Group Inc. (“ISI Group” or the “Distributor”) are also the advisor and principal underwriter, respectively, 
to Total Return U.S. Treasury Fund, 
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Inc., Managed Municipal Fund, Inc. and ISI Strategy Fund, Inc., each an open-end management investment company.  These 
funds, along with the Fund, had approximately $410 million of net assets as of  December 31, 2010. 
  

 Under the Advisory Agreement, ISI: (1) formulates and implements continuing programs for the purchase and sale of 
securities, (2) determines what securities (and in what proportion) shall be represented in the Fund's portfolio, (3) provides 
the  Board with regular financial reports and analyses with respect to the Fund's portfolio investments and operations, and the 
operations of comparable investment companies, (4) obtains and evaluates economic, statistical and financial information 
pertinent to the Fund, and (5) takes, on behalf of the Fund, all actions which appear to the Advisor necessary to carry into effect its 
purchase and sale programs. To supplement its investment analysis, the Advisor may, from time to time, subscribe to research 
services located in Canada and Mexico, which research services may include information about Canada or Mexico, respectively, 
such as statistical and background information on the economy, information on political developments and general political 
stability forecasts and interpretation with respect to money markets, and performance information. Any investment program 
undertaken by ISI will at all times be subject to the policies and control of the Board.  ISI will not be liable to the Fund or its 
shareholders for any act or omission by ISI or any losses sustained by the Fund or its shareholders except in the case of willful 
misfeasance, bad faith, gross negligence, or reckless disregard of duty. The services of ISI to the Fund are not exclusive and ISI is 
free to render similar services to others. 
  
  As compensation for its services, ISI is entitled to receive a fee from the Fund, calculated daily and paid monthly, at the 
annual rate of 0.40% of the Fund’s average daily net assets.  Advisory fees paid by the Fund to ISI under the Advisory Agreement 
for the last three fiscal years were as follows: 
 

Fiscal Years Ended October 31, 
2010 2009 2008 

$610,620 $660,117 $627,088 
  
  The Advisory Agreement continues in effect from year to year, provided that such continuance is specifically approved at 
least annually by the Board, including a majority of the Independent Directors, at an in-person meeting called for such purpose, or 
by a vote of a majority of the outstanding Shares. The Fund or ISI may terminate the Advisory Agreement on 60 days' written 
notice without penalty. The Advisory Agreement will terminate automatically in the event of its assignment (as defined in the 
1940 Act). 
  
  Under the terms of an Expense Limitation Agreement between the Advisor and the Fund, the Advisor has agreed to 
reimburse expenses to the extent necessary to limit the total annual operating expenses of Class C Shares of the Fund to 1.85% per 
annum of average daily net assets.  This expense limitation will remain in effect until at least February 29, 2012. 
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Portfolio Manager 
 

R. Alan Medaugh serves as portfolio manager and is responsible for the day-to-day management of the Fund.  The 
following table indicates the other accounts managed by the portfolio manager as of October 31, 2010: 
  

Type of Account 

Total Number of 
Other Accounts 

Managed 
Total Assets of Other 
Accounts Managed 

Number of Accounts 
Managed with an 

Advisory Fee Based 
on Performance 

Total Assets of 
Accounts with Advisory 

Fee Based on 
Performance 

Registered Investment Companies: 3 $270,117,294 0 $  0 
Other Pooled Investment Vehicles: 12 $1,197,226,028 4 $145,742,278 
Other Accounts: 0 $ 0 0 $0 

  
As an owner of ISI, Mr. Medaugh receives an annual draw of ISI’s profits plus a bonus paid out of ISI’s net income.  The 

bonus is based on Mr. Medaugh’s ownership interest in ISI.  Mr. Medaugh’s overall compensation is therefore influenced by the 
value of assets of the Fund and the other funds in the ISI Fund Complex. 
  

As of October 31, 2010, Mr. Medaugh beneficially owned Shares of the Fund having a value between $100,001-$500,000. 
  

ISI does not believe that material conflicts of interest arise as a result of the portfolio manager’s servicing of multiple 
accounts for the following reasons: (1) the management approach of ISI involves processes that help mitigate the evolvement of 
conflicts of interest between accounts, (2) the maintenance by ISI of portfolio allocation and best execution procedures, (3) the 
maintenance by ISI of a Code of Ethics that establishes standards and procedures for the detection and prevention of activities by 
which persons having knowledge of the investments and investment intentions of the Fund may abuse their fiduciary duties to the 
Fund; and (4) the nature of the management fee, performance based or not, has no bearing on how ISI manages a client 
account.  If a material conflict of interest arises between the Fund and other accounts managed by the portfolio manager, ISI will 
proceed in a manner that ensures that the Fund will not be materially treated less favorably. 
  
ADMINISTRATION, FUND ACCOUNTANT, CUSTODIAN AND TRANSFER AGENT SERVICES 
  

State Street Bank and Trust Company (“State Street”), One Lincoln Street, Boston, Massachusetts 02111, is the 
administrator of the Fund pursuant to the terms of the Amended and Restated Master Administration Agreement.  Pursuant to the 
Master Administration Agreement, State Street is responsible for providing certain administrative services to the Fund, and assists 
in managing and supervising all aspects of the general day-to-day business activities and operations of the Fund other than 
investment advisory activities, including maintaining the books and records of the Fund, and preparing certain reports and other 
documents required by federal and/or state laws and regulations. For the performance of these administrative services, the Funds 
pay State Street an annual fee of $300,000. This fee is allocated among the Funds based on the relative net assets of each Fund. 

 
Administration fees paid by the Fund to State Street for the past three fiscal years were as follows: 

 
Fiscal Years Ended October 31, 

For the period of August 9, 
2010 to October 31, 2010 

2009   2008 

$24,974 N/A N/A 
 
State Street, One Lincoln Street, Boston, Massachusetts 02111, is custodian and fund accountant of the Fund’s 

investments pursuant to the terms of the Master Custodian Agreement.  As custodian, State Street is responsible for safeguarding 
and controlling the Fund’s cash and securities, handling the delivery of securities and collecting interest and dividends on the 
Fund’s investments. State Street as fund accounting agent is responsible for maintaining the books and records and calculating the 
daily net asset value of the Fund. 
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Custodian and fund accounting fees paid by the Fund to State Street for the past three fiscal years were as follows: 
 

Fiscal Years Ended October 31, 
For the period of August 9, 
2010 to October 31, 2010 

2009   2008 

$25,263 N/A N/A 
 
Prior to August 9, 2010, the Northern Trust Company (“Northern Trust”), 50 South LaSalle Street, Chicago, Illinois 

60675, served as custodian of the Fund’s investments.   
 
State Street also serves as transfer agent and dividend disbursing agent for the Fund pursuant to the terms of the Transfer 

Agency and Service Agreement. State Street maintains an account for each shareholder of record of the Fund and is responsible 
for processing purchase and redemption requests which includes the issuance, transfer and redemption of shares, opening, 
maintenance and servicing of shareholder accounts and paying distributions to shareholders of record.  State Street is registered as 
a transfer agent with the SEC.  

 
 Prior to August 9, 2010, Ultimus was the Fund’s transfer agent and distribution paying agent.  Ultimus is registered as a 

transfer agent with the SEC. 
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Prior to August 9, 2010, Ultimus Fund Solutions, LLC (“Ultimus”), 225 Pictoria Drive, Suite 450, Cincinnati, Ohio 
45246, served as the administrator and fund accountant of the Fund.  As administrator, Ultimus supplied non-investment related 
statistical and research data, internal regulatory compliance services and executive and administrative services.  Ultimus 
supervised the preparation of tax returns, reports to shareholders of the Fund, reports to and filings with the SEC and state 
securities commissions, and materials for meetings of the Board.  As fund accountant, Ultimus calculated the net asset value per 
share of the Fund and provided information necessary to prepare the Fund’s financial statements and tax returns.  For the 
performance of these administrative and fund accounting services, the ISI Fund Complex paid Ultimus a fee at the annual rate of 
0.10% of the average value of its aggregate daily net assets up to $500 million, 0.075% of such assets from $500 million to $1 
billion and 0.06% of such assets in excess of $1 billion, subject to a minimum fee of $500,000 per year.  Such fee was allocated 
among all of the funds in the ISI Fund Complex in direct proportion to their relative net assets. 
   

Administration and fund accounting fees paid by the Fund to Ultimus for the past three fiscal years were as follows: 
 

Fiscal Years Ended October 31,   
For the period of November 

1, 2009 to August 8, 2010 
2009 2008 

$150,977 $194,069 $183,715 
  
  
DISTRIBUTION OF FUND SHARES 
  
Distribution Agreement and Rule 12b-1 Plan 
  

International Strategy & Investment Group, Inc. ("ISI Group" or the “Distributor”) serves as principal underwriter of the 
Fund pursuant to a Distribution Agreement effective April 1, 1997. The Distribution Agreement provides that ISI Group has the 
exclusive right to distribute the Shares, either directly or through other broker-dealers. ISI Group, a Delaware corporation, is a 
broker-dealer that was formed in 1991 and is an affiliate of ISI.  The address of ISI Group is 40 West 57th Street, 18th Floor, New 
York, New York 10019.  R. Alan Medaugh, Edward S. Hyman, Nancy R. Lazar and Stephen V. Killorin are affiliates of both the 
Fund and ISI Group. 
  
  The Distribution Agreement provides that ISI Group, on behalf of the Fund, will: (i) solicit and receive orders for the 
purchase of Shares; (ii) accept or reject such orders on behalf of the Fund in accordance with the Fund's currently effective 
Prospectus and transmit such orders as are accepted to the Fund's transfer agent as promptly as possible; (iii) receive requests for 
redemption and transmit such redemption requests to the Fund's transfer agent as promptly as possible; (iv) respond to inquiries 
from the Fund's shareholders concerning the status of their accounts with the Fund; (v) provide the Board, for its review, with 
quarterly reports required by Rule 12b-1; (vi) maintain such accounts, books and records as may be required by law or be deemed 
appropriate by the Board; and (vii) take all actions deemed necessary to carry into effect the distribution of the Shares. 
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  ISI Group continually distributes Shares but has not undertaken to sell any specific number of Shares. The Distribution 
Agreement further provides that, in connection with the distribution of Shares, ISI Group will be responsible for all promotional 
expenses. The services provided by ISI Group to the Fund are not exclusive, and ISI Group shall not be liable to the Fund or its 
shareholders for any act or omission by ISI Group or any losses sustained by the Fund or its shareholders except in the case of 
willful misfeasance, bad faith, gross negligence or reckless disregard of duty. 
  
  The Distribution Agreement may be terminated at any time upon 60 days' written notice by the Fund, without penalty, by 
the vote of a majority of the Independent Directors or by a vote of a majority of the Fund's outstanding Shares (as defined in the 
section "Capital Shares") or upon 60 days' written notice by the Distributor, and shall automatically terminate in the event of an 
assignment. The Distribution Agreement continues in effect from year to year, provided that such continuance is specifically 
approved at least annually by the Board, including a majority of the Independent Directors. The votes must be cast in person at a 
meeting specifically called for such purpose. The Distribution Agreement was most recently approved by the Board, including a 
majority of the Independent Directors, on September 23, 2010. 
  
  ISI Group has entered into Agency Distribution and Shareholder Servicing Agreements (“Agency Agreements”) with 
Participating Dealers under which such broker-dealers have agreed to process investor purchase and redemption orders and 
respond to inquiries from shareholders concerning the status of their accounts and the operations of the Fund. Any Agency 
Agreement may be terminated in the same manner as the Distribution Agreement at any time and shall automatically terminate in 
the event of an assignment. 
  

 In addition, the Fund may enter into Shareholder Servicing Agreements with certain banks and other financial institutions 
to act as Shareholder Servicing Agents, pursuant to which ISI Group will allocate a portion of its distribution fees as compensation 
for such financial institutions' ongoing shareholder services. The Fund may also enter into Shareholder Servicing Agreements 
pursuant to which the Distributor or the Advisor or their respective affiliates will provide compensation out of their own 
resources. Such financial institutions may impose separate fees in connection with these services. 
  

Dealers may charge their customers a processing or service fee in connection with the purchase or redemption of 
Shares.  The amount and applicability of such fee is determined by each individual dealer and disclosed to its 
customers.  Processing or service fees typically are fixed, nominal dollar amounts and are in addition to the sales and other 
charges described in the Prospectus and this SAI.  Your dealer will provide you with specific information about any processing or 
service fees you will be charged. 
  

The Distributor, the Advisor or their affiliates may, from their own assets, make cash payments to some, but not all, 
Participating Dealers, Shareholder Servicing Agents or other financial intermediaries for shareholder services, as an incentive to 
sell shares of the Fund and/or promote retention of their customers’ assets in the Fund.   These payments, sometimes referred to as 
“revenue sharing,” do not change the price paid by shareholders to purchase the Fund’s Shares or the amount the Fund receives as 
proceeds from such sales.  Revenue sharing payments 
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may be made to Participating Dealers, Shareholder Servicing Agents and other financial intermediaries that provide services to the 
Fund or to shareholders of the Fund, including shareholder servicing, transaction processing, recordkeeping, sub-accounting and 
other administrative services.  Revenue sharing payments may also be made to Participating Dealers, Shareholder Servicing 
Agents or other financial intermediaries for inclusion of the Fund on preferred or recommended lists and for granting the 
Distributor or its affiliates, access to sales meetings, sales representatives and management representatives of the Participating 
Dealers, Shareholder Servicing Agents or other financial intermediaries.  These fees may be in addition to any distribution, 
administrative or shareholder servicing fees or other fees or charges paid from the Fund’s assets to these Participating Dealers, 
Shareholder Servicing Agents or other financial intermediaries or by shareholders directly. 
  

 Pursuant to Rule 12b-1 under the 1940 Act, which provides that investment companies may pay distribution expenses, 
directly or indirectly, only pursuant to a plan adopted by the investment company's board of directors and approved by its 
shareholders, the Fund has adopted a Distribution and Shareholder Service Plan (the "Plan") for its Class A Shares and Class C 
Shares.  Under the Plan, the Fund pays fees to ISI Group for distribution and other shareholder servicing assistance as set forth in 
the related Distribution Agreement, and ISI Group is authorized to make payments out of its fees to Participating Dealers and to 
Shareholder Servicing Agents.  The Plan will remain in effect from year to year if it is specifically approved at least annually by 
the Board, including a majority of the Independent Directors who have no direct or indirect financial interest in the operation of 
the Plan or in any agreements related to the Plan, by votes cast in person at a meeting called for such purpose. The Plan was most 
recently approved by the Board, including a majority of the Independent Directors, on September 23, 2010. 
  

 In approving the Plan, the Directors concluded, in the exercise of reasonable business judgment, that there was a 
reasonable likelihood that the Plan would benefit the Fund and its shareholders.  The Plan is a core component of the ongoing 
distribution of the Shares.  The Plan will be renewed only if the Directors make a similar determination in each subsequent year. 
The Plan may not be amended to increase materially the fee to be paid pursuant to the Plan without the approval of the 
shareholders of the Fund. The Plan may be terminated at any time, without penalty, by a vote of a majority of the Independent 
Directors or by a vote of a majority of the outstanding Class A or Class C Shares. 
  
  During the operation of the Plan, the Board will be provided for its review, at least quarterly, a written report concerning 
the payments made under the Plan to ISI Group pursuant to the Distribution Agreement, to Participating Dealers pursuant to any 
Agency Distribution Agreements and to Shareholder Servicing Agents pursuant to Shareholder Servicing Agreements. Such 
reports shall be made by the persons authorized to make such payments. In addition, during the operation of the Plan, the selection 
and nomination of the Fund's Independent Directors shall be committed to the discretion of the Independent Directors. 
  
  Under the Plan, amounts allocated to Participating Dealers and Shareholder Servicing Agents may not exceed amounts 
payable to ISI Group, as appropriate, with respect to Shares held by or on behalf of customers of such entities. Payments under the 
Plan are made as described above regardless of the Distributor's actual cost of providing distribution services and 
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may be used to pay the Distributor's overhead expenses. If the cost of providing distribution services to the Fund in connection 
with the sale of Class A Shares and Class C Shares is less than 0.40% and 1.00%, respectively, of such Shares' average daily net 
assets for any period, the unexpended portion of the distribution fee may be retained by the Distributor. The Plan does not provide 
for any charges to the Fund for excess amounts expended by the Distributor and, if the Plan is terminated in accordance with its 
terms, the obligation of the Fund to make payments to the Distributor pursuant to the Plan will cease and the Fund will not be 
required to make any payments past the date the Distribution Agreement terminates. In return for payments received pursuant to 
the Plan, the Distributor pays the distribution-related expenses of the Fund including one or more of the following: advertising 
expenses; printing and mailing of prospectuses to other than current shareholders; compensation to Participating Dealers, 
Shareholder Servicing Agents and other sales personnel; and interest, carrying or other financing charges. 
  
  As compensation for providing distribution and related administrative services as described above, the Fund pays ISI 
Group a monthly fee equal to the annual rate of 0.40% of the average daily net assets allocable to Class A Shares and 1.00% of the 
average daily net assets allocable to Class C Shares. The Distributor may allocate up to all of its fees to Participating Dealers and 
Shareholder Servicing Agents.  Mr. Hyman and Ms. Lazar have a financial interest in the Plan due to their ownership interests in 
the Distributor. 
  

During the fiscal year ended October 31, 2010, Class A Shares and Class C Shares paid $518,813 and $171,967, 
respectively, in distribution and shareholder service expenses under the Plan.  

 
Class I Shares do not have any distribution and shareholder service expenses under the Plan. 

 
Receipt and Retention of Sales Charges 
  

The offering price of Class A Shares includes the relevant sales charge.  The commission retained by the Distributor is the 
sales charge less the reallowance paid to Participating Dealers.  Normally, reallowances are paid to Participating Dealers as 
indicated in the following table. 

  
  Sales Charge as a % of 
Amount of Purchase Offering Price Reallowance 
Less than $100,000 3.00% 2.75% 
$100,000 - $249,999 2.50% 2.25% 
$250,000 - $499,999 2.00% 1.75% 
$500,000 - $999,999 1.50% 1.25% 
$1,000,000 - $1,999,999 0.75% 0.75% 
$2,000,000 - $2,999,999 0.50% 0.50% 
$3,000,000 and over None None 
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  During the past three fiscal years, the Distributor received the following sales charges on sales of Class A Shares, and 
from such sales charges, the Distributor retained the following commissions: 
  

Fiscal Years Ended October 31, 
2010 2009 2008 

Received Retained Received Retained Received Retained 
$70,915 $7,086 $195,672 $17,776 $251,073 $25,682 

  
  With respect to Class C Shares, the Distributor pays a Participating Dealer a commission equal to 1% of the dollar amount 
invested at the time of purchase.  During the fiscal years ended October 31, 2010, October 31, 2009 and October 31, 2008, the 
Distributor paid $173,857, $146,743 and $89,983, respectively, in commissions to Participating Dealers in connection with the 
sale of Class C Shares.  The Distributor retains the contingent deferred sales charge on redemptions of Class C Shares that are 
subject to the sales charge.  During the fiscal years ended October 31, 2010, October 31, 2009 and October 31, 2008, the 
Distributor collected $5,869, $16,443 and $17,946, respectively, in contingent deferred sales charges on redemptions of Class C 
Shares.   
 
 Class I Shares are not subject to any sales charges. 
 
Expenses Borne by the Fund 
  

 Except as described elsewhere, the Fund pays or causes to be paid all continuing expenses of the Fund, including, without 
limitation: investment advisory, administration and distribution fees; the charges and expenses of any registrar, custodian or 
depository appointed by the Fund for the safekeeping of cash, portfolio securities and other property, and any transfer, dividend or 
accounting agent or agents appointed by the Fund; brokers' commissions, if any, chargeable to the Fund in connection with 
portfolio securities transactions to which the Fund is a party; all taxes, including securities issuance and transfer taxes, and 
corporate fees payable by the Fund to federal, state or other governmental agencies; the costs and expenses of engraving or 
printing of certificates representing Shares; all costs and expenses in connection with the maintenance of registration of the Fund 
and its Shares with the SEC and various states and other jurisdictions (including filing fees, legal fees and disbursements of 
counsel); the costs and expenses of printing, including typesetting and distributing prospectuses and SAIs of the Fund and 
supplements thereto to the shareholders; all expenses of shareholders'  and Board meetings and of preparing, printing and mailing 
proxy statements and reports to shareholders; fees and travel expenses of Independent Directors and independent members of any 
advisory board or committee; all expenses incident to the payment of any dividend, distribution, withdrawal or redemption, 
whether in Shares or in cash; charges and expenses of any outside service used for pricing of the Shares; fees and expenses of 
legal counsel (including counsel to the Independent Directors) or independent accountants in connection with any matter relating 
to the Fund; membership dues of industry associations; interest payable on Fund borrowings; postage; insurance premiums on 
property or personnel (including officers and Directors) of the Fund which inure to its benefit; extraordinary expenses (including, 
but not limited to, legal claims and liabilities and litigation costs and any indemnification related thereto); and all other charges 
and costs of the Fund's operation unless otherwise explicitly assumed by ISI, ISI Group or State Street. 
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DISCLOSURE OF PORTFOLIO HOLDINGS 
  

Portfolio holdings of the Fund are disclosed to the public on a quarterly basis in filings with the SEC.  Portfolio holdings 
as of the end of the Fund’s annual and semi-annual fiscal periods are reported within 10 days of the mailing of the annual or semi-
annual report (typically no later than 70 days after the end of each such period).  Portfolio holdings as of the end of the first and 
third fiscal quarters are reported to the SEC within 60 days of the end of such period.  You may request a copy of the Fund’s latest 
annual and semi-annual reports to shareholders by contacting the Fund’s transfer agent at One Lincoln Street, Boston, 
Massachusetts 02111, or at (800) 882-8585.  You may also obtain a copy of the Fund’s latest Form N-Q by accessing the SEC’s 
website at www.sec.gov. 
  

The Board has authorized disclosure of the Fund’s nonpublic portfolio holdings information to certain persons who 
provide services on behalf of the Fund or to its service providers in advance of public release.  The Advisor and State Street, the 
Fund’s administrator, transfer agent and custodian, have regular and continuous access to the Fund’s portfolio holdings.  In 
addition, the Distributor and the officers of the Fund, as well as proxy voting services, may have access to the Fund’s nonpublic 
portfolio holdings information on an ongoing basis.  The Fund’s independent registered public accounting firm receives nonpublic 
portfolio holding information at least annually and usually within seven days of the Fund’s fiscal year end and may also have 
access to the Fund’s nonpublic portfolio holdings information on an as needed basis.  The Directors and legal counsel to the Fund 
and to the Independent Directors may receive information on an as needed basis.  Mailing services, financial printers and 
typesetters receive nonpublic portfolio holdings information no sooner than 30 days following the end of a quarter.  The Board 
may authorize additional disclosure of the Fund’s portfolio holdings. 
  

The Fund’s Chief Compliance Officer may approve other arrangements under which information relating to portfolio 
securities held by the Fund or purchased or sold by the Fund is disclosed to any shareholder or other person.  The Chief 
Compliance Officer shall approve such an arrangement only if he concludes (based on a consideration of the information to be 
disclosed, the timing of the disclosure, the intended use of the information and other relevant factors) that the arrangement is 
reasonably necessary to aid in conducting the ongoing business of the Fund and is unlikely to affect adversely the Fund or any 
shareholder of the Fund.  The Chief Compliance Officer shall inform the Board of any such arrangements that are approved by the 
Chief Compliance Officer, and the rationale supporting such approval, at the next regular quarterly meeting of the Board 
following such approval. 
  

No compensation is paid to the Fund nor, to the Fund’s knowledge, paid to the Advisor or any other person in connection 
with the disclosure of the Fund’s portfolio holdings. The Codes of Ethics of the Fund, the Advisor, and the Distributor are 
intended to address potential conflicts of interest arising from the misuse of information concerning the Fund’s portfolio 
holdings.  The Fund’s service providers are subject to confidentiality provisions contained within their service agreements, 
professional codes, or other policies that address conflicts of interest arising from the misuse of this information. 
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The Fund’s portfolio holdings disclosure policy is periodically reviewed by the Board.  In order to help ensure that this 

policy is in the best interests of Fund shareholders as determined by the Board, the Chief Compliance Officer will make an annual 
report to the Board.  In addition, the Board will receive any interim reports that the Chief Compliance Officer may deem 
appropriate.  Any conflict identified by the Fund resulting from the disclosure of nonpublic portfolio holdings information 
between the interests of shareholders and those of the Advisor, the Distributor or any of their affiliates will be reported to the 
Board for appropriate action. 
  
BROKERAGE 
  

 ISI is responsible for decisions to buy and sell securities for the Fund, selection of broker-dealers and negotiation of 
commission rates. 
  
  Since purchases and sales of portfolio securities by the Fund are usually principal transactions, the Fund incurs little or no 
brokerage commissions. Portfolio securities are normally purchased directly from the issuer or from a market maker for the 
securities. The purchase price paid to broker-dealers serving as market makers usually includes a mark-up over the bid to the 
broker-dealer based on the spread between the bid and asked price for the security. Purchases from underwriters of portfolio 
securities include a commission or concession paid by the issuer to the underwriter. 
  
  ISI's primary consideration in effecting security transactions is to obtain, on an overall basis, the best net price and the 
most favorable execution of orders. To the extent that the execution and prices offered by more than one broker-dealer are 
comparable, ISI may, in its discretion, effect transactions with broker-dealers that furnish statistical or other research information 
or services that ISI deems to be beneficial to the Fund's investment program. Research services may include the following: 
statistical and background information on the U.S., Canadian and Mexican economy, industry groups and individual companies; 
forecasts and interpretations with respect to the U.S., Canadian and Mexican money markets; information on federal, state, local 
and political developments in the United States, Canada and Mexico; portfolio management strategies; performance information 
on securities, indices and investment accounts; information concerning prices of securities; the providing of equipment used to 
communicate research information; and the providing of access to consultants who supply research information. Certain research 
services furnished by broker-dealers may be useful to ISI for clients other than the Fund. Similarly, any research services received 
by ISI through placement of portfolio transactions for other clients may be of value to ISI in fulfilling its obligations to the Fund. 
  

 No specific value can be determined for research and statistical services furnished without cost to ISI by a broker-dealer. 
ISI is of the opinion that because the material must be analyzed and reviewed by its staff, its receipt does not tend to reduce 
expenses, but may be beneficial in supplementing ISI's research and analysis. Therefore, it may tend to benefit the Fund by 
improving the quality of ISI's investment advice.  In over-the-counter transactions, ISI will not pay any commission or other 
remuneration for research services.  ISI’s policy is to pay a broker-dealer higher commissions for particular transactions than 
might be charged if a different broker-dealer had been chosen when, in ISI’s opinion, this policy furthers the overall objective of 
obtaining best price and execution.  Subject to periodic review by the Board, ISI is also 
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authorized to pay broker-dealers higher commissions on brokerage transactions for the Fund in order to secure research and 
investment services described above.  The allocation of orders among broker-dealers and the commission rates paid by the Fund 
will be reviewed periodically by the Board.  The foregoing policy under which the Fund may pay higher commissions to certain 
broker-dealers in the case of agency transactions does not apply to transactions effected on a principal basis. 
  

 ISI manages other investment accounts.  It is possible that, at times, identical securities will be acceptable for the Fund 
and one or more of such other accounts; however, the position of each account in the securities of the same issuer may vary and 
the length of time that each account may choose to hold its investment in such securities may likewise vary.  The timing and 
amount of purchase by each account will also be determined by its cash position.  If the purchase or sale of securities consistent 
with the investment policies of the Fund or one or more of these accounts is considered at or about the same time, transactions in 
such securities will be allocated among the accounts in a manner deemed equitable by the Advisor.  ISI may combine such 
transactions, in accordance with applicable laws and regulations, in order to obtain the best net price and most favorable 
execution.  Such simultaneous transactions, however, could adversely affect the ability of the Fund to obtain or dispose of the full 
amount of a security which it seeks to purchase or sell. 
  
  The Fund paid no brokerage commissions during the past three fiscal years. 
  

 The following table lists the “regular broker-dealers” of the Fund whose securities (or the securities of the parent 
company) were acquired during the past fiscal year and the market value of those securities as of the end of the Fund’s most recent 
fiscal year: 
 

Regular Broker-Dealer Type of Security Market Value 
J.P. Morgan Securities Inc. Repurchase Agreement $3,349,000 

  
CAPITAL SHARES 
  
  Under the Fund's Articles of Incorporation, the Fund may issue Shares of its capital stock with a par value of $.001 per 
Share.  The Fund's Articles of Incorporation provide for the establishment of separate series and separate classes of shares by the 
Directors at any time without shareholder approval. The Fund currently has three classes of Shares. All shares of the Fund 
regardless of class have equal rights with respect to voting, except that with respect to any matter affecting the rights of the 
holders of a particular series or class, the holders of each series or class will vote separately. Any such series will be a separately 
managed portfolio and shareholders of each series will have an undivided interest in the net assets of that series. For tax purposes, 
each series will be treated as a separate entity. Generally, each class of shares issued by a particular series will be identical to 
every other class, and expenses (other than 12b-1 fees and any applicable service fees) are prorated among all classes of a series 
based upon the relative net assets of each class.  Any matters affecting any class exclusively will be voted on by the holders of 
such class. 
  
  Shareholders of the Fund do not have cumulative voting rights and, therefore, the holders of more than 50% of the 
outstanding Shares voting together for election of Directors may elect 
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all the members of the Board.  In such event, the remaining holders cannot elect any members of the Board. 
  
  The Fund's By-laws provide that any Director of the Fund may be removed by the shareholders by a vote of a majority of 
the votes entitled to be cast for the election of Directors. A meeting to consider the removal of any Director or Directors of the 
Fund will be called by the Secretary of the Fund upon the written request of the holders of at least one-tenth of the outstanding 
Shares of the Fund entitled to vote at such meeting. 
  

 There are no preemptive or conversion rights applicable to any of the Shares. The Fund's issued and outstanding Shares 
are fully paid and non-assessable. In the event of liquidation or dissolution of the Fund, each Share is entitled to its portion of the 
Fund's assets (or the assets allocated to a separate series of shares if there is more than one series) after all debts and expenses 
have been paid. 
  
  As used in this SAI, the term "majority of the outstanding Shares" means the vote of the lesser of (i) 67% or more of the 
Shares present at a meeting, if the holders of more than 50% of the outstanding Shares are present or represented by proxy, or (ii) 
more than 50% of the outstanding Shares. 
  
SEMI-ANNUAL REPORTS AND ANNUAL REPORTS 
  

 The Fund furnishes shareholders with semi-annual reports and annual reports containing information about the Fund and 
its operations, including a list of investments held in the Fund's portfolio and financial statements. The annual financial statements 
are audited by the Fund's independent registered public accounting firm. 
  
COMPLIANCE SERVICES 
 

EJV Financial Services, LLC provides compliance support services and the Chief Compliance Officer to the 
Fund.  Edward J. Veilleux, Vice President and Chief Compliance Officer of the Fund, is also a principal of EJV Financial 
Services, LLC.  During the fiscal 
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years ended October 31, 2010, October 31, 2009 and October 31, 2008, the Fund paid compliance fees of $29,058, $32,140 and 
$29,256, respectively, to EJV Financial Services, LLC. 
  
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
  
  The annual financial statements of the Fund are audited by its independent registered public accounting firm, BBD, LLP, 
located at 1835 Market Street, 26th Floor, Philadelphia, Pennsylvania 19103. 
 
LEGAL MATTERS 
  
  Kramer Levin Naftalis & Frankel LLP, 1177 Avenue of the Americas, New York, New York 10036, serves as counsel to 
the Fund. 
  
CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES 
  

To Fund management's knowledge, as of February 1, 2011, no shareholder owned beneficially or of record 5% or more of 
the outstanding Shares of the Fund. 
  

 In addition, to Fund management’s knowledge, as of February 1, 2011, the Fund’s Directors and officers as a group 
owned less than 1% of the outstanding Shares of the Fund. 
 
PORTFOLIO TURNOVER 
  

 The Fund's annual portfolio turnover rate (the lesser of the value of the purchases or sales for the year divided by the 
average monthly market value of the portfolio during the year, excluding securities with maturities of one year or less) may vary 
from year to year, as well as within a year, depending on market conditions. 
  

The following table reflects the Fund's portfolio turnover rates during the last three fiscal years: 
 

 Fiscal Years Ended October 31, 
2010 2009 2008 
48% 131% 108% 

 
  The higher turnover rate during 2008 and 2009 was due to increased trading activity in order to take advantage of 
opportunities within the market during an unusually volatile interest rate environment. 
  
FINANCIAL STATEMENTS 
  

 The financial statements of the Fund, which have been audited by BBD, LLP, are incorporated herein by reference to the 
Fund's Annual Report for the fiscal year ended October 31, 2010. 
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APPENDIX A 

  
BOND AND COMMERCIAL PAPER RATINGS 

  
Standard & Poor's Bond Ratings 
  
 A Standard & Poor's corporate debt rating is a current assessment of the creditworthiness of an obligor with respect to a specific 
obligation. 
  
 Debt rated "AAA" has the highest rating assigned by Standard & Poor's. Capacity to pay interest and principal is extremely 
strong. 
  
 Debt rated "AA" has a very strong capacity to pay interest and principal and differs from the highest rated issues only in small 
degree. 
  
 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. 
  
 Debt rated "BBB" is regarded as having an adequate capacity to pay interest and repay principal. Whereas it normally exhibits 
adequate protection parameters, adverse economic conditions, or changing circumstances are more likely to lead to a weakened 
capacity to pay interest and repay principal for debt in this category than in higher rated categories. 
  
 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. The "BB" rating category is also used for debt subordinated to senior debt that is assigned 
an actual or implied "BBB-" rating. 
  

Debt rated "B" has a 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. The "B" rating category is also used for debt subordinated to senior debt that is assigned an actual or implied 
"BB" or "BB-" rating. 
  
 Debt rated "CCC" has a currently identifiable vulnerability to default, and is dependent upon favorable business, financial, and 
economic conditions to meet timely payment of interest and repayment of principal. In the event of adverse business, financial, or 
economic conditions, it is not likely to have the capacity to pay interest and repay principal. The "CCC" rating category is also 
used for debt subordinated to senior debt that is assigned an actual or implied "B" or "B-" rating. 
  
 The rating "CC" typically is applied to debt subordinated to senior debt that is assigned an actual or implied "CCC" rating. The 
rating "C" typically is applied to debt subordinated to senior debt which is assigned an actual or implied "CCC-" debt rating. 
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 The "C" rating may be used to cover a situation where a bankruptcy petition has been filed, but debt service payments are 
continued. The rating "CI" is reserved for income bonds on which no interest is being paid. 
  
 Debt rated "D" is in payment default. The "D" rating category is used when interest payments or principal payments 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 if debt service payments are 
jeopardized. 
  
 The ratings from "AA" to "B" may be modified by the addition of a plus or minus sign to show relative standing within the major 
rating categories. 
 
Moody's Bond Ratings 
  
 Bonds which are rated Aaa by Moody's are judged to be of the best quality. They carry the smallest degree of investment risk and 
are generally referred to as "gilt edged." Interest payments are protected by a large or by an exceptionally stable margin and 
principal is secure. While the various protective elements are likely to change, such changes as can be visualized are most unlikely 
to impair the fundamentally strong position of such issues. 
  
 Bonds rated Aa are judged to be of high quality by all standards. Together with the Aaa group they comprise what are generally 
known as high-grade bonds. They are rated lower than the best bonds because margins of protection may not be as large as in Aaa 
securities or fluctuation of protective elements may be of greater amplitude or there may be other elements present which make 
the long-term risk appear somewhat larger than Aaa securities. 
  
 Bonds rated A possess many favorable investment attributes and are to be considered as upper-medium-grade obligations. Factors 
giving security to principal and interest are considered adequate but elements may be present which suggest a susceptibility to 
impairment some time in the future. 
  
 Bonds rated Baa are considered as medium grade obligations (i.e., they are neither highly protected nor poorly secured). Interest 
payments and principal security appear adequate for the present but certain protective elements may be lacking or may be 
characteristically unreliable over any great length of time. Such bonds lack outstanding investment characteristics and in fact have 
speculative characteristics as well. 
  
 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 well safeguarded during both good and bad times over the 
future. Uncertainty of position characterizes bonds in this class. 
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 Bonds rated B generally lack characteristics of the 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. 
  
 Bonds rated Caa are of poor standing. Such issues may be in default or there may be present elements of danger with respect to 
principal or interest. 
  
 Bonds rated Ca represent obligations which are speculative in a high degree. Such issues are often in default or have other marked 
shortcomings. 
  
 Bonds rated C are the lowest rated class of bonds, and issues so rated can be regarded as having extremely poor prospects of ever 
attaining any real investment standing. 
  
 Moody's applies numerical modifiers 1, 2 and 3 in each generic rating classification from Aa to B in its corporate bond rating 
system. The modifier 1 indicates that the security ranks in the higher end of its generic rating category; the modifier 2 indicates a 
mid-range ranking; and the modifier 3 indicates that the issue ranks at the lower end of its generic rating category. 
 
Standard & Poor's Commercial Paper Ratings 
  
 A is the highest commercial paper rating category utilized by Standard & Poor's, which uses the numbers 1, 2 and 3 to indicate 
relative degree of safety. 
  
 The designation A-1+ indicates there is an "overwhelming degree" of safety with regard to the capacity for timely payment. 
  
 The designation A-1 indicates that the degree of safety regarding timely payment is strong. 
  
 The designation A-2 indicates the capacity for timely payment on issues with this designation is satisfactory. However, the 
relative degree of safety is not as high as for issues designated A-1. 
  
 Issues carrying the A-3 designation have an adequate capacity for timely payment. They are, however, somewhat more vulnerable 
to the adverse effects of changes in circumstances than obligations carrying the higher designations. 
  
 Issues rated "B" are regarded as having only speculative capacity for timely payment. 
  
 The rating "C" is assigned to short-term debt obligations with a doubtful capacity for repayment. 
  
 An issue rated "D" is in payment default. The "D" rating category is used when interest payments or principal payments 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. 
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Moody's Commercial Paper Ratings 
  
 Issuers rated PRIME-1 (or supporting institutions) have a superior ability for repayment of senior short-term debt obligations. 
PRIME-1 repayment ability will often be evidenced by many of the following characteristics: 
  

- Leading market positions in well-established industries.  
- High rates of return on funds employed.  
- Conservative capitalization structures with moderate reliance on debt and ample asset protection.  
- Broad margins in earnings coverage of fixed financial charges and high internal cash generation.  
- Well established access to a range of financial markets and assured sources of alternate liquidity. 

  
 Issuers rated PRIME-2 (or supporting institutions) have a strong ability for repayment of senior short-term debt obligations. This 
will normally be evidenced by many of the characteristics cited above but to a lesser degree. Earnings trends and coverage ratios, 
while sound, may be more subject to variation. Capitalization characteristics, while still appropriate, may be more affected by 
external conditions. Ample alternate liquidity is maintained. 
  
 Issuers rated PRIME-3 (or supporting institutions) have an acceptable ability for repayment of senior short-term obligations. The 
effect of industry characteristics and market compositions may be more pronounced. Variability in earnings and profitability may 
result in changes in the level of debt protection measurements and may require relatively high financial leverage. Adequate 
alternate liquidity is maintained. 
  
 Issuers rated NOT PRIME do not fall within any of the Prime rating categories. 
   

 
 


